
1

Funding Strategies
for

Developing and Operating
Extremely Low Income Housing

NLIHC Senior Advisor Ed Gramlich

NLIHC COO Paul Kealey 

Former Homes for America President and CEO Nancy Rase

Community Frameworks Senior Housing and Community 
Developer Ginger Segel

August 15, 2016 12:30 pm EST



2

HTF Focused on ELI Renters

The national Housing Trust Fund (HTF) is designed 
to expand supply of rental housing affordable to 
extremely low income (ELI) households                             
earning less than 30% of area median income (AMI).

ÅAt least 80% of HTF funds must be used for                       
rental housing.

o At least 75% of the funds used for rental housing 
must serve ELI households. 

ÅUp to 33% of HTF funds can be used to cover 
operating costs and/or operating cost reserves.
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Strategies to Cover                    
Operating Costs

ÅRents ELI households can afford often do not 
cover projectôs operating costs.

ÅTechnical Assistance Collaborative (TAC) and 
National Low Income Housing Coalition (NLIHC) 
identified 5 strategies that have been adopted 
by states and localities to address this issue.
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Cross Subsidization

Cross Subsidization: Blending ELI units and                         
units affordable to higher income households.

ÅRevenue from higher income households in                  
mixed-income properties help offset lower rents 
from ELI households to meet operating costs.

ÅHousing Choice Vouchers (HCV) in Low Income 
Housing Tax Credit (LIHTC or Housing Tax Credit) 
units can offer higher payment standards than LIHTC 
rents.

o These higher rents cross subsidize rents for 
other ELI households who do not have HCV.
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Capitalizing Operating Reserves
(part 1)

An operating reserve is money set aside 
upfront to support a projectôs operating costs.

ÅReserve can be drawn down over time to 
make up difference between the rent an ELI 
household can afford and the cost of 
operating that unit.
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Capitalizing Operating Reserves
(part 2)

The Pennsylvania Housing Finance Agency 
subsidizes operating costs at LIHTC projects that 
include set-aside of ELI units.

o Allows for a 5% increase to developer fee if that                          
5% increment is used to capitalize an operating 
reserve for ELI units.

Relation to HTF: HTF entities may set aside up to 
33% of their HTF allocation to capitalize an operating 
reserve for HTF-assisted units administered at the 
project level.
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Rent Subsidy or                      
Operating Assistance (part 1)

Rental subsidies or operating assistance funds:

ÅCover difference between the rent (revenue) 
needed to meet operating expenses and the rent 
ELI households can afford to pay. 

ÅAdministered on ongoing basis to support deficits 
in operating income needed to meet expenses.
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Rent Subsidy or                      
Operating Assistance (part 2)

ÅNorth Carolina Housing Finance Agencyôs                               
Key Program:

o Annual appropriations provide project-based                
rental assistance to ELI units required as a                     
set-aside in all LIHTC projects.

o Managed at state level (not project level).

Relation to HTF: HTF entities may use up to 33% of 
HTF allocation to provide operating assistance to 
HTF-assisted units, administered at state level.
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Reducing Mortgage Debt

Reducing or eliminating mortgage debt lowers the 
cost of debt service over projectôs lifespan, enabling 
more deeply targeted rents.

ÅCity provides below market (or donated) property, 
reducing capital costs and mortgage debt. 

ÅPhilanthropy provides financial aid to reduce debt 
supporting ELI targeted rents over given timeframe.

Relation to HTF: HTF may be used for capital costs 
to reduce or eliminate mortgage debt to achieve ELI 
targeting.
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Layered Funding Streams

Most projects with ELI units use multiple funding 
sources to achieve deep income targeting.

Relation to HTF: HTF may be layered with 
housing production subsidies targeted at 
higher income households (LIHTC or HOME)                               
to help cover the cost of units targeted to ELI 
households.
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HTF Regulations:                      
Operating Assistance (part 1)

ÅUp to 33% of stateôs annual HTF allocation  
can be used to cover operating costs and/or 
operating cost reserves. 

ÅMay only be provided to units receiving                
HTF capital assistance, those units                    
acquired, rehabilitated, or newly constructed 
with HTF.

[§200(a)(1)]
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HTF Regulations:                      
Operating Assistance (part 2)

ÅOperating Costs: insurance, utilities, real property 
taxes, maintenance, and scheduled payments to 
a reserve for replacement of major systems.

ÅEligible amount HTF fund per unit for operating 
cost assistance is based on deficit after monthly 
rent payment for HTF-assisted unit is applied to 
unitôs share of monthly operating costs. 

ÅMaximum amount of operating cost assistance that 
can be provided to HTF-assisted project must be 
based on project underwriting.

[§201(e)(1)]
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HTF Regulations:                      
Operating Assistance (part 3)

ÅWritten agreement between state and developer 
may commit, from a fiscal year HTF grant, funds for 
operating cost assistance for multiyear period,               
as long as funds spent within five years.

ÅState may renew operating cost assistance with 
future HTF grants during affordability period 
(minimum of 30 years).

ÅAmount must be based on need for operating cost 
assistance at time assistance is renewed.

[§201(e)(1)]
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HTF Regulations:                      
Operating Assistance Reserve(part 1)

ÅOperating cost assistance reserve may be funded 
by state for HTF-assisted units when state 
underwriting determines reserve is necessary to 
ensure projectôs financial feasibility. 

ÅIf funded with non-appropriated HTF funds 
(Fannie Mae and Freddie Mac), reserve may be 
funded for entire affordability period.

[§201(e)(2)]
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HTF Regulations:                      
Operating Assistance Reserve(part 2)

Preamble to regulations:

ÅHUD understands need for both capital 
(replacement) and operating reserves.

ÅFunding for capital or operating reserves             
ñup frontò for present value of entire amount 
needed for affordability period                               
(minimum of 30 years).

ÅCould be funded in phases from future                     
HTF grants.
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Eligible Project Soft Cost:             
Initial Operating Deficit Reserve

Unrelated to operating cost reserve:

ÅEligible project soft cost: cost of funding                   
initial operating deficit reserve when HTF used             
for new construction or rehab.

ÅUsed to meet shortfall in project income                    
during rent-up (up to 18 months).

ÅMay only be used for operating expenses, 
scheduled payments to replacement reserve, 
and debt service.

[§201(d)(5)]
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HTF Developer Advisory Group:
Three Options to Consider

1. Centrally Managed Operating Assistance.

2.  Project-Level Operating Reserve.

3.  Using HTF for Project Capitalization.


