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A Brief Guide to Affordable Housing Development

This guide is designed for individuals or groups who have little or no experience with affordable housing. Not every issue and detail of the development process is covered in the guide.  This information is intended to give one a general overview of the process and programs.  It is strongly recommended that anyone wishing to use public monies for housing development seek the advice of professionals familiar with government programs.  New developers should consider partnering with an experienced organization and/or individuals in preparing for their first development.
A.
Introduction

1. A great need does exist.

According to recent studies, news reports, and conversations with advocates and local officials, the need for safe, decent, affordable housing is growing.  Many people live in substandard units or are paying more for rent as a percentage of their income.  Providing affordable housing is a challenging task.  Many obstacles exist including but not limited to lack of financing, land/building availability, high construction costs, and limited number of knowledgeable developers and contractors.
Developing affordable housing is not a hobby or a part-time job.  Developers must commit a large amount of effort, time, and money to get a deal done.  They incur many financial risks and liabilities.  One should fully investigate all the risks and work involved before undertaking a project.
2. Public resources are limited.

A common misperception exists that there are large subsidy and grant programs for housing and these monies can be easily accessed at any time.  In reality, public expenditures overall for affordable housing have been decreasing.  There are programs available; however, most programs are oversubscribed and dollars are allocated through a complex review process.  In many cases, a developer must combine various resources to make a project work.  There are very few direct grant programs.
3. What programs are available?

There are several incentive programs administered by local, state, and federal

governments and other entities.  These programs include low-interest or deferred interest loans, tax benefits or credits, tenant rental subsidies, and in rare cases, grants.  Before applying for funding, it is important to fully understand all of the rules, regulations, and guidelines that pertain to each specific funding source.  In order to determine which program is best, one should carefully consider the costs of putting an application for funding together and maintaining compliance with program rules.

B.
Getting Started

1. Computer literacy and internet access are necessary. 

A great amount of resources and information can be obtained from the world wide web.  Spreadsheet and word processing programs are necessary to create successful applications for funding.  E-mail is an invaluable communication tool among all the various partners who may be involved in a project.  In order to be successful in almost any profession in the 21st century, good computer skills are a must.
2. Assembling a good development team is an important first step for any deal. 
There are many companies and professionals in Colorado who specialize in affordable housing development.  Some are better than others, and it is very important to evaluate an organization’s or individual’s past performance.  In order to find knowledgeable people and firms, talk to current property owners, attend conferences and trainings, and/or contact regional, state, or national trade organizations.  Even if an individual or organization intends to handle most of the work themselves, outside legal and accounting counsel, especially professionals familiar with affordable housing, are strongly recommended.
3. Site selection is critical. 

For most types of real estate transactions, including affordable housing, a good location is a key ingredient for success.  All potential construction/renovation, infrastructure, environmental, tenant relocation, and marketing issues should be fully analyzed before acquiring a site or building.  An inexpensive lot or building may have hidden costs that will make it very expensive over the long run.
4. Developments should be market-driven rather than deal driven. 

It is very important to analyze the market a development will serve, especially for larger projects.  Although overall there is a need statewide for more affordable housing, some areas do have soft rental markets.  Early due diligence may help one avoid these locations.
5. Work with the local government early and often. 

Before applying for any public resources, especially for properties with 10 or more units, one should establish a good working relationship with the community.  Local officials can help guide one through the zoning, plan approval, and building permit processes.  In addition, open and honest rapport with local officials and the community can help minimize opposition to an affordable housing development.  Having the support of the local government can help one’s chance in obtaining funds from other entities.
6. Create a reasonable financing plan and line up several potential resources.

As stated before, resources for affordable housing developments are very limited and, in most cases, funding from one entity will not be sufficient.  Affordable housing developments do not generate large amounts of cash flow and are sometimes difficult to finance; therefore, it is important to explore all potential funding sources and create alternative financing plans if some sources are not available.  Many public entities require that all private resources be committed before applying for funds.  Finding a knowledgeable lender early in the development process can be very beneficial.
7. Remember to plan for the future. 

Managing an affordable property is just as or even more difficult than developing a property.  An experienced staff and management company are necessities for bigger properties.  Developers should be fully aware of all compliance requirements that come with the public funding.  Depending on the source, significant financial penalties may be assessed for non-compliance.  A good management plan and staff are keys to sustaining a property over the long-term.
C.
Colorado Housing and Finance Authority Programs

CHFA finances the places where people live and work throughout Colorado.  CHFA was created by the Colorado State Legislature in 1973 to address the shortage of affordable housing in the state.  Over the last 30 years, CHFA has established itself as a leader in the affordable housing industry by financing single-family mortgages and providing down payment assistance to qualifying homebuyers and facilitating development of multi-family apartment units to low- and moderate-income residents.  Since 1982, CHFA has also been making loans to Colorado-owned small to medium sized businesses.  CHFA is an independent, self-sustaining enterprise with more than $2.5 billion in assets.  CHFA sells bonds in the capital markets and uses the proceeds to fund its programs, and maintains an A1/A+ credit rating from Moody’s and S&P. 

To facilitate its multi-family lending, CHFA has a variety of loan programs available including small loans up to $2 million, taxable and tax-exempt Private Activity Bond loans from $2 million and up, and internal funding programs that provide low-interest financing to non-profit entities, housing authorities, and tax credit partnerships.  In addition, CHFA is the state administrator of the federal Low Income Housing Tax Credit (“LIHTC”) program, which provides equity from investors for new construction or acquisition and rehabilitation of affordable rental housing projects.

Since its inception, CHFA has financed approximately 47,700 affordable units throughout the state of Colorado.
Brief descriptions of the programs are as follows:

1. Low-Income Housing Tax Credits. 
This program has been the largest driver of the production of new affordable housing in the state and nation over the past 15 years. The credits, the amount of which is dependent on the project costs, are federal income tax credits that can be claimed over 10 years. Although the credits only affect federal income taxes, states allocate the credits. Developers use the credits by selling them to investors to raise cash for the construction/rehabilitation costs. In return for the credits, CHFA places rent and income restrictions on the properties that must be maintained for 40 years. Every year CHFA creates a Qualified Allocation Plan that describes the competitive application process for the credits. Applications are accepted three times during the year – usually in February, June and October. Due to the demand for credits, CHFA typically funds less than 100% of the applications submitted. Experienced tax and legal counsel are necessary to structure a viable project.
2. Private Activity Bonds aka Tax-Exempt Bonds.
The Multifamily Bond program is essentially a low-interest construction and permanent loan program. The interest rate for the loan depends on the characteristics of the project and rating of the bonds. Before issuing the bonds, the application must receive an allocation of volume cap (authority to issue bonds). Developers also use non-competitive housing credits, which are also administered by CHFA, as part of the financing structure. In order to recapture the costs of issuing the bonds, these projects tend to be larger in scale, usually exceeding 100 units in size.  This program is not recommended for inexperienced developers.  All funds must be repaid and strong collateral is required.
3. SMART Loans

CHFA’s SMART (Small Loan Program) loan program is taxable loan program targeted to for-profit developers, nonprofit organizations and public housing authorities for new construction, acquisition/rehabilitation and the refinancing of existing loans.  SMART loans are often used in conjunction with competitive low income housing tax credits and are a permanent source of financing.  The maximum loan size is approximately $2,000,000.  All funds must be repaid and strong collateral is required.
4. 501(c)(3) Loans

501(c)(3) Loans are made to Nonprofit 501(c)(3) Corporations and public housing authorities.  These tax-exempt loans range from HUD Risk Sharing 542c bond deals and HUD 221(d)3 or 4 deals on the larger end to tax-exempt SMART loans on the smaller end.  All funds must be repaid and strong collateral is required.
5. CHFA Housing Opportunity Fund Loans

CHFA’s HOF (Housing Opportunity Fund) loan program allows for loan to nonprofit and for profit developers at below market interest rates.  A HOF loan is generally less than $500,000 and rates vary depending upon the population served.  All funds must be repaid and strong collateral is required.
Anyone wishing to apply for these programs must first review the program guidelines.  Program guidelines, applications, project lists, staff contact information and much more are located on CHFA’s web site: http://www.colohfa.org.

