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18 RAD Compliance

1. Why RAD?
2. RAD + LIHTC Compliance
3. Lessons from Experience




VP Originations
National Equity Fund

 Originates LIHTC transactions in Rocky
Mountains & Pacific Northwest

 Specializes in public housing centric deals

 Executed over 400 RAD transactions

* Formerly HUD Branch Chief in Office of Recap
& Senior Underwriter in Chicago HUD Office



Trainer / Consultant
Nan McKay & Associates

 [Expert in PBRA, RAD, LIHTC, EIV, HOME & RD

* Over 18 years’ experience in affordable housing

Previously: Director of Compliance for Syringa
Property Management in Boise and Housing
Compliance Manager for ldaho Housing & Finance



Chief Executive Officer
Eigin Housing Authority

« CEO for Elgin HA since 2012

 Over $84M in total development costs

e Executed 3 RAD transactions & 1 PBV

*  One of the first HA’s to convert entire PH portfolio

e 27-year veteran in affordable housing, working
with small, medium and large PHA’s
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Where We’ve Been (the sood news)

INVESTMENT AND JOBS

e $4 billion in new private and public funds have been leveraged by RAD
with an average of $61,000 invested in construction per unit.

® The construction activity has stimulated an estimated 75,000 jobs.
® RAD transactions have leveraged $19.00 for every $1 in public housing funds.

® It would have taken these PHAs 46 years to accumulate enough public housing Capital
Funds to complete a similar level of construction.

Once challenged with lack of hot water and frequent HVAC problems, the Baltimore
Housing Authority used RAD to rehabilitate Lakeview Towers with upgrades to all

major systems, including providing energy efficient lighting and improved access
and entry systems.

Lakeview Towers, Baltimore, MD

(As of August 2017)

National”
Extraordinary things happen when you have great partners

Equity 2
www.nefinc.org
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Where We Are Today (the good-ish news)

 RAD $5B+ in leveraged construction costs
(800+ developments)

« RAD cap @ 225,000 units — full with a
85k+ unit waitlist

* Proposed FY2019 Budget:
« Lifts cap
* Provides $100M in “add’l funding”

« ...eliminates capital fund & severely (44%!)
reduces operating fund

National”

Extraordinary things happen when you have great partners Equity 2

www.nefinc.or, z Fund
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What’s Next? (the bad-ish news)

« HUD continues underwriting/closing at
breakneck pace

e ...Hiring freeze = no new Asset Mgrs to
oversee the 88k units of new RAD Sec-8

« Lack of HUD oversight post-construction
remains (unless FHA), little/no HUD
Interest in opening this issue

« Section-8 HAP payments routinely delayed
at start of calendar year

National”

Extraordinary things happen when you have great partners Equity 2

waww.nefirnc.or o Fund
az;
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1‘ Best Practices (for uncertain times)

 Assume you're on your own post-closing

* Private sector is RAD’s best compliance friend

« Construction lender, perm lender, equity
provider, HFAS

« HUD has deferred to them in underwriting — safe
assumption for post-closing items

* First year compliance remains difficult:

« Over-income tenants, unit mix changes, delayed
HAP payments

National”
Extraordinary things happen when you have great partners

Equity 2
www.nefinc.org

Fund

an affiliate of LISC
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Trainer / Consultant
Nan McKay & Associates

 [Expert in PBRA, RAD, LIHTC, EIV, HOME & RD

* Over 18 years’ experience in affordable housing

Previously: Director of Compliance for Syringa
Property Management in Boise and Housing
Compliance Manager for ldaho Housing & Finance



the RAD Portfolio
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s RAD: Things to Consider

= New relationships - state agency, syndicator, HUD

= New policies needed — No more ACOP
= PBV: Admin plan, lease (PHA-owned units)

= PBRA: TSP, House Rules, EIV Use & Security
Policy

= Staff training is key!

= Being an expert in PH or LIHTC compliance
doesn’t mean you know how to run PBV/PBRA

= New software, file systems, forms, etc.

NMNJ




E: Existing Residents are Special

= Households in place at the time of the conversion not
subject to rescreening

= Subject to any ongoing eligibility requirements for actions that
occur after conversion

= A key component of RAD is the right to return

NMNJ




Income Limits

Income
Targeting

Program Income Limit |Doincome
limits apply to
in place
residents?

RAD PBRA 80% Section 8 No

RAD PBV Same as HCV No

Typically 50%
Section 8
LIHTC Either 50% or Yes
60% MTSP

40% of new
admissions to the
project at ELI

75% of combined
PBV/HCV
admissions at ELI

Typically reach
lower set asides
like 30 or 35%
MTSP



Ki: The Problem

= Under RAD, over-income household at the time of
conversion continue to be assisted

= LIHTC does not recognize the RAD right to return

= RAD says once the over-income, in-place family moves
out, unit must be leased to income eligible family

= But it’s probably too late to qualify the unit for LIHTC

NMNJ




K: TIP Exceeds Gross Rent

* |n both PBRA and PBV, when a resident’s TTP exceeds
gross rent, no HAP is paid on their behalf

= Regular rules don’t apply in RAD

= Except for new admissions in RAD PBV

= Everyone in RAD PBRA and all in-place families in RAD PBV
have different rules

NMNJ




K What are the RAD Rules?

= Rent setting in this case depends on when the HAP
contract was signed

= REV-2 (before 1/19/17): Tenant rent is 30% of monthly adjusted
income minus UA

= Doesn’t consider LIHTCs
= REV-3 (on or after 1/19/17): Tenant rent is the lesser of TTP

minus UA or applicable LIHTC max rent

= Everything is ok for LIHTC




E: Why is this a problem?

* In LIHTC, gross rent can’t exceed LIHTC maximum gross
limit rent when no HAP is paid on behalf of the household

= But in REV-2 projects, HUD requires family pay 30% of
monthly adjusted income minus UA

= This rent could exceed LIHTC maximum

NMNJ




s Student Status

= Public housing: No restriction on occupancy by students

= PBV and PBRA: Follow Sec 8 Student Rule

= PT or FT students at institutions of higher education must be
income eligible and come from income eligible parents (with
exceptions)

= LIHTC has its own rule
= Households consisting entirely of FT students don’t qualify

(with exceptions)
NMNJ




E: Why is this a problem?

= Nobody was looking at student status when these were
public housing units

= RAD says that you can’t rescreen in-place residents for
eligibility

= But for LIHTC, student rule still applies and is a crucial
component of eligibility

NMNJ




Chief Executive Officer
Eigin Housing Authority

« CEO for Elgin HA since 2012

 Over $84M in total development costs

e Executed 3 RAD transactions & 1 PBV

*  One of the first HA’s to convert entire PH portfolio

e 27-year veteran in affordable housing, working
with small, medium and large PHA’s
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Presentation Highlights

 HUD Case Study

* Central Park Towers

* Family Townhomes

* River’s Edge Townhomes

 Compliance, Challenges & Lessons Learned
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RAD Spotlight on: Elgin, IL

Resident Seniors and Persons-with-Disabilities are Active in the Cause

The Housing Authority of Elgin is a small housing authority located north-
west of Chicago. Elgin has 255 public housing units in two developments:
150 units in a high-rise building occupied by seniors and persons with dis-
abilities, and 105 townhome units in a family development.

The 150 unit high-rise building, Central Park Tower, was built in 1969 and
was in need of substantial repair and modernization by 2012. Soon after
RAD was announced, the PHA sought to explore options under the demon-
stration so they commissioned a physical and capital needs assessment
(PCA) to determine the extent of physical repairs and improvements need-
ed. The PCA identified nearly $7 million in existing repair and rehabilitation
needs and nearly $900,000 in a prospective 20-year reserve for replace-
ment needs analysis.

Caption: Proposed mid-rise building superimposed on vacant lot with the adjacent
Central Park Tower in the background.

The construction plan is to reconfigure the units in the tower from efficiencies
to one-bedroom units. A new mid-rise building is being constructed adjacent
to Central Park Tower to accommodate the reduction of units in the tower.
When completed, 150 affordable units will be present, along with 14 market-
rate units. Elgin, IL received one of the largest tax credit awards in the state
for the project; however, money alone is not what makes this project a suc-
cess.

What ls RAD?
The Rental Assistance Demonstration (RAD) allows public
housing agencies (PHAS) and owners of HUD-assisted
properties to convert units to project-based Section 8
programs, providing an opportunity to invest billions into
properties at risk of being lost from the nation’s affordable
housing RAD 1st cover
Public Housing units as well as Section 8 Moderate Reha-
bilitation projects. Units that fall underthis component
are subject to a unitcap and are limited to current funding.
RAD 2nd tions cover Rent Suppl
(Rent Supp), Rental Assistance Payments (RAP), and Sec-
tion 8 Moderate Rehabilitation projects. Unlike 1stcom-
ponent. 2nd are not
subject to the cap, but are constrained by the availability
of tenant protection vouchers (TPVs). Both components
allow housing programs to convert their assistance to long-
term, project-based Section 8 contracts, providing a more
stable source of funding.

The 1.2 million units in the Public Housing program have a
documented capital needs backlog of nearly $26 billion.
As & result, the public housing inventory has been losing
an average of 10,000 units annually through demolitions
and dispositions. Meanwhile, the 38,000 units assisted
under HUD's legacy programs are ineligible to renew their
contracts on terms that favor modemization and long-term
preservation. The current conditions of many of these
properties inhibit i and recapitalization efforts in
the communities with the most need. By drawing on an
established industry of lenders, owners and stakeholders,
RAD allows PHAs and owners of HUD-assisted housing to
preserve and improve affordable housing units that could
be subject to vouchers and demolition. RAD creates great-
er funding certainty while allowing increased operational
flexibility to empower PHAs and owners to serve their com-
munities.

As a result of the FY2015 appropriations bill, the Depart-
ment has the statutory authority to convert up to 185,000
units through RAD's first component, representing a signif-
icant increase from the program's initial 60,000 unit

cap. The additional authority will widen program participa-
tion, enabling more PHAs and HUD-assisted property own-
ers to ensure access to quality, affordable housing for our
nation’s low-income families.

Resident involvement

Under RAD, a public housing unit is converted to the Section 8 plat-
form in the form of a Project-Based Housing Choice Voucher. Resi-

dents were excited about the initiative b of the 's use of
Housing Choice Vouchers. The Project-Based Vouchers allow the de-

Relocation
Elgin began planning the relocation process early. Some residents were
about being else, but PHA
plan, paying careful

staff fears with a well
to

'S units to be and built new; later, the h
can be issued to the residents to use in accordance with the PBV or
PBRA rules.

The Elgin PHA involved its residents when it began planning the project
18 months before any physical activity. The PHA held regularmeetings
with the residents to discuss design The ist

the PHA during public hearings and the rezoning process. As with
most affordable housing projects, there usually is some opposition to

Caption: Residents Meet Regularly with Board Members and Staff.

change. The residents stood front and center to voice concerns and
offer alternative ideas. This “partnership” boosted support and proba-
bly propelled the project ahead a few years.

Some that the prop project would
actually come to fruition. They had been down the predevelopment
path before, only for the financing to fall apart, putting an end to the
project. Both Damon Duncan, Elgin PHA's Chief Executive Officer,
and Ms. Elizabeth Odumuyiwa, the President of the Central Park Tower
Resident’s Association, stated that “most of the people did not be-
lieve the work would actually happen until the small building on the lot
for the new mid-rise was demolished.” This simple action marked the
real start of the project for many residents. Ms. Odumuyiwa added
that because now there is activity, residents who moved away many
years ago are asking to come back to the development.

Elgin PHA Staff and Leadership

Ms. Odumuyiwa provided a heartfelt and uplifting narrative about the
project, giving it a human touch well beyond bricks and mortar. “Mr.
Damon Duncan genuinely encourages residents to make their lives
better.” Mr. Duncan took direct responsibility for the project, and
incorporated the agency's vision and mission into the development.
He also maintains an open door policy with all residents; they can
come into the office any time and ask questions about the develop-
ment. If the answer is not known, the Elgin PHA staff will research the
answer and follow up with the resident. Resident engagement is an
agency value - even the PHA's Board members make time to meet
with the residents.

specified under RAD and the Uniform Reloca-
tion Act. The plan involved completing the renovation of existing vacant
units, which would then be turned over for re-occupancy to residents in the
next phase of renovation. Staging like this takes a solid relocation plan to
accommodate the residents’ lives and the tight construction schedule.
Relocation is an important activity for a RAD project, and the Elgin PHA
used this activity as another resource for communication.

Continuing Communication

The Elgin PHA sent monthly newsletters to residents with updates about
the project, the process, and the resident’s rights and nsponslhllﬂes.
The newsletters also highlighted who

training program, graduated from school, and other important life mlle-
stones. In the end, the physical improvements at the Central Park Tower
development will provide a modem home for residents from which they

Caption: Damon Duncan, CEO of Elgin PHA and Residents at Rezoning
Meeting.

SOURCES
1st Mortgage - 221(d)(4) $ 6,746,100
Seller's Note $ 17,850,000
Special Limited Partner Equity $ 3,349,500
Kane County Note $ 169,236
Elgin Housing Authority Loan $ 440,083
LIHTC Equity $ 13,798,620
Deferred Developer Fee $ 1,102,316

“You cannot satisfy everybody. Make an effort to meet
people halfway, and listen to them.”

- Elizabeth Odumuyiwa, President of the Central Park Tower
Resident’s Association




K: Central Park Towers

* Closed December 31, 2014
* Located in City of Elgin

e $33.5M Total Dev. Cost HAE Loan $440,083
e 164 units — Elderly

150 LIHTC; 14 Market Rate
* Self-Develop Approach County Note $169,236
 New Construction and Rehab

* Relocation in place and offsite

. LIHTC/RAD GP Capital $100

* Project Based Rental

HUD First Mortgage  $6,746,100

Seller Note $7,850,000

Deferred Dev. Fee $1,102,316

) LP Capital (Tax $13,796,620
Assistance (PBRA) Credits) (.84 cents)
 Former LIPH Development State Donation $3,349,500
Credits

* Green Enterprise
Communities Certified Total $33,455,955
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Fox River Townhomes

* City of Elgin Sources of Funds

e S$17.4M Total Dev. Cost IHDA First 53,300,00
] _ Mortgage

* 74 units - Family HAE Loan Second  $200,000

* Development Partner Mortgage

TBF TE Loan Third  $1,550,000
Mortgage

eller Note $6,450,000

Approach
 Rehabilitation
 Relocation offsite

: P Capital $100
e LIHTC/RAD y
] g i Capital (Tax $5467,937
* Project Based Rental g~ ($1.05/LIHTC)
Assistance (PBRA) P ferred Dev. Fee  $445,212

* Former LIPH Developmen $17,413,439
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River’s Edge Townhomes

Sources of Funds

e City of Elgin
o S7.7M Total Dev. Cost
* 31 Units - Family

* Development Partner
Approach

* Rehabilitation

* No relocation

e LIHTC/RAD

* Project Base Voucher (PBV)
* Former LIPH Development

First Mortgage

Second Mortgage

Seller Note

Seller Note

GP Capital

LP Capital (Tax
Credits)

Deferred Dev. Fee

Total

$3,000,000
$1,100,000
$1,000,000
1,735,000
$100

$297,866
(S0.93/LIHTC)

$107,943

$7,755,602



E: Compliance, Challenges & Lessons

* Relocation of residents (FHEO; relocation
plan)
 PBRA administration of vouchers

* PBV administration of vouchers
 Staffing cuts/changes/reassignments
* Central Office Cost Center changes

* First year credit delivery (while under
construction)

* |[nitial certifications
 HQS timing of PBV
* Lease requirements/terminations




K Contact Us

Damon E. Duncan, CEO
dduncan@haelgin.org

(847) 608-4401
www.haelgin.org
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