








TOD housing pre-development/acquisition need, because
different needs require different loan products (i.e. preser-
vation requires larger loans than land acquisition).

The landscape of financial resources is different from
state to state and region to region. The scale of public
subsidy available, depth and extent of foundation sector
investment resources, number and sophistication of
CDFls, interest of regional banks, as well as the local debt
leverage ratio will play a large part in determining the
appropriate structure and size of a given regional or city
fund. The availability of permanent financing is also criti-
cal in determining the appropriate scale of the fund. As
described, the Denver TOD Fund acquisition loan capac-
ity is currently limited by the region’s reliance on federal
Low Income Housing Tax Credits for take-out financing.
Because Denver can anticipate only two local LIHTC proj-
ects per year, the fund cannot have more than two loans
expiring annually.”> While LIHTC financing is the pre-
dominant affordable finance tool across the country, other
regions/cities such as New York City and Seattle have ad-
ditional local resources for permanent financing. Regional
funds can anticipate more LIHTC allocations annually, but
must locate sources of public subsidy that apply across
municipal boundaries.

The optimal financial structure for an affordable TOD
acquisition fund will depend on the financing need and
resources of a particular region or city, as described
above. Depending on these two factors, a fund may be
most efficient either maintained internally at a CDFI (as
in Denver) or as a stand-alone fund (as in New York City
and the Bay Area). If the key loan term is a high loan-
to-value ratio, the subsidy funds may be most effectively
leveraged as a distinct guarantee pool, as in New York and
the New Generation Fund in the City of Los Angeles. If, on
the other hand, a lower interest rate is the key term, blend-
ing subsidy investments with bank capital may produce
the optimal loan product.

Plan for a lengthy, resource-intensive fund development
process.

All three funds took approximately two to three years
from initial conception to close, or anticipated close, of
the fund. Identifying the housing finance need, targeting
of priority transit locations, and making the case for a fund
in order to attract public and foundation investment are
necessarily time-extensive collaborative processes if a
fund is to have sufficient support to move forward. Once
interested investors are in agreement on the basic goals
of the fund, a financial commitment and a fund manager,
the fund manager must accomplish the complex task of
determining the optimal fund structure while in on-going

negotiation with investors. Based on the experience of
these three funds, a minimum six- to nine-month period
for development of the fund structure should be expected.

Investigate opportunities for regionally-directed federal
funding or financing tool with significant leverage
potential.

The emergence of flexible transportation funds and
other non-housing sources of public funding as major
sources of top loss capital for affordable TOD property ac-
quisition loan funds raises many questions. The lengths to
which regional and local governments are going to secure
subsidy funds attests to the need for either a permanent,
dedicated federal housing finance tool that applies to land
and property for affordable housing near transit, or else
a source of federal grant funding that is dedicated to this
purpose and can be used to leverage other debt. In the
Bay Area, land costs near transit are such that if the fund
leverages four to six times the MTC investment, as cur-
rently estimated, approximately 12 to 20 projects might
receive loans at a time; in a nine-county area with sig-
nificant transit, this is unlikely to meet the demand from
quality potential projects. A dedicated federal credit en-
hancement or competitive subsidy fund program for land
and property acquisition for equitable TOD could be an
efficient use of federal housing resources. Both the dem-
onstrated support of the foundation sector and the proven
ability of CDFlIs to leverage considerable additional debt
and provide an otherwise non-existent loan product indi-
cate potential for a successful program.

Informing Federal Policy

CDFls are part of the solution for implementing
TOD, but the involvement of these institutions requires
the participation of various partners. First and foremost,

25 Enterprise Community Partners, Inc., and the Urban Land Conservancy are currently trying to expand the scope of the fund to be regional,
which would encompass a greater number of LIHTC deals annually and therefore allow more acquisition loans, but must first locate sources of

top loss public investment from outside Denver.
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If low-income households are

to benefit from regional transit
infrastructure, there is a need to
steer credit to encourage lending
in transit locations.

it is important to have strong public sector engagement,
including policies supportive of equitable TOD at the
federal level. CTOD's research of federal programs and
their ability to meet the challenges posed by TOD reveals
that there are numerous areas where policy reform could
make a big difference. There is a potential role for CDFls
to inform the public policy debate in the following areas:

National TOD requirement for LIHTC allocation
Allocation of LIHTC varies by state. While nearly three-
quarters of states have some type of TOD allocation priority,
they each define TOD differently, and the federal govern-
ment has not prioritized the location of affordable housing
near transit. Because LIHTC plays a critical role in afford-
able housing financing, a standardized TOD prioritization
at the federal level would have a major impact in many
regions, and would help CDFls to standardize products.

Steering credit towards transit areas

There is no inclusion of transit in the many place-
based designation for preferred lending under CRA and
Tax Credit programs, which steer credit towards high-
poverty and low-income census tracts. If low-income
households are to benefit from regional transit infrastruc-
ture, there is a need to steer credit to encourage lending
in transit locations.

Federal subsidy for child care facilities

LIIF and Impact Community Capital have operated a
successful affordable child care facility finance program
combining NMTC with philanthropic, state, and local
funding sources. Since the economic downturn, however,
these additional sources of subsidy have evaporated, and
few loans have been issued. There is a need for a dedi-
cated source of federal subsidy for child care facilities in
transit areas in order to ensure that essential community
services are part of the equitable TOD agenda.

Engaging with regional and local governments to ensure
equitable TOD

In order to be able to push the TOD agenda towards
equity, CDFls should be included in a more robust role
in regional and local planning efforts prior to implemen-

tation. Regional transit agencies, MPOs, and local gov-
ernments have resources to fund the acquisition and as-
sembly of properties, planning and technical assistance,
infrastructure improvements, community facilities, and
affordable housing subsidies. MPOs and regional transit
agencies also provide leadership at the metropolitan level
urging cities to plan for higher density, mixed-income
neighborhoods in transit areas. CDFls can add a wealth
of experience in early planning to help bring in the equity
component. CDFIs could assist MPOs to modify their
station area planning processes to explicitly include eq-
uitable development, going beyond affordable housing
to reinforce the critical role that essential services (e.g.,
infrastructure, child care, health services, libraries, recre-
ational facilities) play in building healthy communities.

Emerging Opportunities

In addition to the recommended areas of involvement
above, CTOD also identified other potential areas for
CDFls to engage in TOD. However, each of these would
require a significant amount of soft funds from the public
or philanthropic sectors. These areas include:

e Financing neighborhood infrastructure;

e Providing assistance to MPOs and/or local govern-
ments in developing sound underwriting standards to
evaluate grants and loans to finance TOD infrastruc-
ture and projects;

e Dissemination of best practices to educate public
policy-makers about ways to include the human ser-
vices components of equitable TOD into their plans.

Financing TOD Infrastructure

CTOD has explored the potential of forming regional
infrastructure banks to finance this type of infrastructure.
There are no existing examples of regional infrastruc-
ture banks in the United States; however, there are ex-
isting state infrastructure banks that can help to inform
the discussion. State infrastructure banks (SIBs) were first
authorized in 1995 by the National Highway System Des-
ignation Act as a pilot program for 10 states, which was
opened up by the U.S. DOT in 1997 to extend eligibility
to all states. In 1998, The Transportation Equity Act for the
21st Century (TEA-21) allowed four states, including Cali-
fornia, Florida, Missouri and Rhode Island to use TEA-21
funds to further capitalize their SIBs. In 2005, SAFETEA-
LU permitted states to transfer a small amount of Highway
Trust Fund allocations to their SIBs. The majority of SIBs
have formed revolving loan funds for transportation proj-
ects, usually housed within the state Department of Trans-
portation. A summary of SIBs is provided in the Appendix
to this report.
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Most SIB loans fund large-scale capital transportation
projects such as highways, bridges, toll roads, etc. SIB
loans can serve a niche in the credit market that is not
currently met by the private market or municipal bond
market by providing the following:

¢ Creditenhancement - SIBs can finance projects where
the revenue stream may be irregular or “lumpy.”

e Lower risk — SIB loans finance projects for which a
bond issue would be too risky or too expensive.

e Finance multi-jurisdictional projects — SIB financ-
ing facilitates multijurisdictional projects by pooling
small borrowers.

¢ Finance smaller projects — Many bond markets are
not interested in financing projects under $4 to $5
million. SIBs can fund much smaller projects.

e Lower cost — SIBs offer lower interest rates than bond
market.

e Serve as an alternative to pay-as-you-go financing —
Some cities have been able to accelerate infrastruc-
ture projects by accessing low-cost SIB loans in order
to get their projects started in advance of receiving
revenues.

¢ Leverage — According to the FHWA, SIB investments
(loans and grants) leverage 5:1 from private and non-
Federal public sources.?

¢ Flexibility — Unlike traditional sources of credit, local
governments have a great deal more flexibility with
the use of and repayment of SIB loans.

Despite these many advantages, the applicability of
SIBs to public transit and TOD is unclear. Only a small
number of states have made loans for public transit proj-
ects, and these have been primarily in investments like
purchase of vehicles or bus shelters, which can provide
some revenue stream through advertising. The ability to
use SIB loans for transit capital costs is questionable. Most
public transit systems do not generate sufficient transit to
be able to pay debt service, and must rely on grants for
construction costs.

MPOs in the Bay Area (MTC) and Portland (Metro)
have been exploring the idea of forming regional infra-
structure bank that would allow them to leverage more
dollars to finance public infrastructure than the grants-
only models that they currently operate under. However,
the source of capitalization of these funds is unclear, es-
pecially for regional entities, which have limited sources
that could go towards this kind of fund. Portland Metro
is considering innovative new sources of revenue, such

Portland Metro is considering
imnovative new sources of revenue,
such as transportation project fees, fuel
taxes, or real estate transfer fees, in
order to get the fund started.

as transportation project fees, fuel taxes, or real estate
transfer fees, in order to get the fund started. Another con-
straint is the need to fund infrastructure projects that can
generate income streams to pay back loans from an infra-
structure bank. This limits the potential for infrastructure
financing to revenue-generating projects such as public
parking garages and renewable energy infrastructure.?”
Other necessary neighborhood improvements like street
trees and sidewalks could not be funded under a revolv-
ing loan fund model. However, if a regional infrastructure
bank can be capitalized through new revenue sources,
and be used to finance revenue-generating uses, it may
allow for localities to free up grant funds for other types of
non-financeable infrastructure improvements.

CDFIs have a potential role in the development of re-
gional infrastructure banks or revolving loan funds one or
more of the following ways: researching the feasibility of
developing such a fund; advising MPOs in structuring and
developing the fund; managing the fund once it is devel-
oped; and/or assisting MPOs with the application of the
capital.

Assist local governments and MPOs with allocation
decisions

CDFls can play an important role as the "objective
screen" for the public sector, by setting up solid under-
writing and other standards, for the allocation of grants
and loans for equitable TOD.

Dissemination of best practices

Many local and regional governments are fairly unso-
phisticated in planning and implementing TOD. With their
wealth of experience, CDFls can provide decision-makers
with information about best practices from a variety of
places, which can help to guide them towards making
equity a central component in the planning process. As
the San Leandro experience shows, early engagement
with community builders and policymakers can make a
tremendous difference, as long as there is a champion in
the philanthropic and/or public sector.

26 Federal Highway Administration, “Innovative Finance: SIB Primer,” 1997.

27 For instance, green utilities generate revenues from user fees that can help to repay the capital costs of their expansion or upgrades.
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Appendix A: Inventory of Federal Programs Related to Transit Oriented Development

Department Program Funding objective Project Type
Public Works Public Works and Economic Development investments help support the construction or
DOC — . g . Infrastructure
Investments Grants rehabilitation of essential public infrastructure and facilities.
DOC Eco_nomlc Adjustment [Can be gsed tq finance property e}s‘sembly, land preparation, rehabilitation and relocation in Affordable Housing
Assistance economically distressed communities.
$2.4 million to: fund capital expenditures for reducing energy consumption, implementing
o green programs, and renewable energy; fund research expenditures; fund facilities that reduce
Qualified Energy - : ] ) o
DOE - energy consumption; fund demonstration projects promoting commercialization of green Infrastructure
Conservation Bonds > ; . . -
buildings and advanced green technology; and, fund public education campaigns that promote
energy efficiency.
DOT TIGER I To provide capital assistance for investment in surface transportation infrastructure. Infrastructure and Planning
Congestion Mitigation : . ’ : "
DOT/FHWA |and Air Quality I?rowde Fedgral gredlt assistance in the form of dlrlect loans, loan guarantees, and standby Infrastructure
lines of credit to finance surface transportation projects.
Improvement Program
. The Surface Transportation Program provides flexible funding that may be used by States and
Surface Transportation . . S . . . .
DOT/FHWA Proaram localities for projects on any Federal-aid highway, including the NHS, bridge projects on any |Infrastructure
9 public road, transit capital projects, and intercity and intercity bus terminals and facilities
DOT/FHWA Transportation To help expand transportation choices and enhance the transportation experience Infrastructure
Enhancements
Railroad Rehabilitation [Acquire, improve, or rehabilitate intermodal or rail equipment or facilities, including track
DOT/FRA quire, imp ! . L quip o . ! ng ’ Infrastructure
and Improvement components of track, bridges, yards, buildings and shops; refinancing outstanding debt
Funds planning activities that support economic vitality, increase transportation safety and
. security, increase accessibility and mobility, protect and enhance the environment, promote
Metropolitan and ) L . .
DOT/FTA Statewide Plannin consistency between State and local planned growth, enhance connectivity of transportation  |Planning
9 system, promote efficient management, and emphasize preservation of existing
transportation.
DOT/FTA |Large Urban Cities Provn_je fundlﬂg for_ urbanl_zed areas a_nd transpor_tatlor_w related plann_lng_, including the Infrastructure
planning, engineering design, evaluation of transit projects, and capital investments.
DOT/FTA New Starts Small To §upp0_rt locally planned, |mplt_amentt_ad, and ope_rated major trans_lt capital |nvestments_. Infrastructure
Starts Projects include commuter rail, light rail, heavy rail, bus rapid transit, streetcars, and ferries.
Assist in financing the evaluation of all reasonable modal and multimodal alternatives and
DOT/FTA |Alternatives Analysis [general alignment options for identified transportation needs in a particular, broadly defined Infrastructure
travel corridor.
. Help expand transportation choices and enhance transportation through 12 eligible TE surface
Transportation . N . . } )
DOT/FTA transportation activities, including pedestrian & bicycle infrastructure and safety programs, Infrastructure
Enhancements . e L= . ] e
landscaping beautification, historic preservation, and environmental mitigation.
Flexible Funding for Provide local areas with choices to use Federal surface transportation funds based on local
DOT/FTA A ; - N o S s Infrastructure
Highway and Transit planning priorities, not on a restrictive definition of program eligibility.
Section 5303 - Provide funding to support cooperative, continuous, and comprehensive planning for making .
DOT/FTA . . L S : . . Planning
Metropolitan Planning [transportation investment decisions in metropolitan areas and statewide.
Section 5304 - Provides funding to support cooperative, continuous, and comprehensive planning for making .
DOT/FTA . . L - . . ; Planning
Statewide Planning transportation investment decisions in metropolitan areas and statewide.
Section 5305 - Provide funding to support cooperative, continuous, and comprehensive planning for making .
DOT/FTA . L S : . . Planning
Planning Programs transportation investment decisions in metropolitan areas and statewide.
DOT/ETA Urbanized Area Provide tranglt capital and operating assistance in urbanized areas and for transportation Planning
Formula Program related planning.
Formula Grants for . . . . . . . )
DOT/ETA |Other than Urbanized Provide trans_lt cgpltal and operat_lr)g assistance in urbanized areas and for transportation Infrastructure
related planning in rural communities.
Areas
To assist in financing the evaluation of all reasonable modal and multimodal alternatives and
DOT/FTA |Alternatives Analysis [general alignment options for identified transportation needs in a particular, broadly defined Planning
travel corridor.
DOT/EFTA  |Bus and Bus Facilities Pr_owde_ caplt_al assistance for new and replacement busgs, _related equment, and facilities. Infrastructure
It is a discretionary program to supplement formula funding in both urbanized and rural areas.
DOT/FTA :\:/:);Z(irﬁil;ft?%ay Provides capital assistance to modernize or improve existing fixed guideway systems. Infrastructure
EPA Brownfields Revolving |Create revolving loan funds to clean brownfield sites and provide grants for planning, Infrastructure
Loan Fund Grant assessment, and clean up.
EPA Cleanup Grant CIeanup graﬁts provide funding for a grant recipient to carry out cleanup activities at Infrastructure
brownfield sites.
Targeted Brownfields |Provide a service that directs contractors to conduct environmental assessment activities to
EPA , Infrastructure
Assessments address the reguestor's needs.
Brownfields Area-Wide [Assistance given to brownfields-impacted areas for developing an area wide plan and
EPA . . . L . Infrastructure
Planning Pilot Program [identifying next steps and resources needed to implement the plan.
Community Challenge |Provide grants to develop and implement plans consistent with goals of the Partnership for .
HUD . . Planning
Grants Sustainable Communities.
Sustainable L . . .
HUD Communities Regional To support multijurisdictional and metropolitan planning efforts. Planning




Department Program Funding objective Project Type
Section 108 is the loan guarantee provision of the Community Development Block Grant .
. . . Affordable Housing,
Section 108 Loan (CDBG) program. It allows local governments to transform a small portion of their CDBG funds .
HUD ) . . . Infrastructure, Community
Guarantee into federally guaranteed loans large enough to pursue physical and economic revitalization L
. . . Facilities
projects that can renew entire neighborhoods.
Brownfields Eco_n_omlc Enhance security and viability of a brownfield redevelopment project that is financed under the Affordable Housing, .
HUD Development Initiative . Infrastructure, Community
Section 108 loans. L
Grant Facilities
Expensing of Also commonly referred to "Federal Brownfield Remediation Costs." Allows taxpayers to not
HUD Environmental charge expenses for the abatement or control of hazardous substances on a qualified Infrastructure
Remediation Costs contaminated site, in their capital account.
HOME provides formula grants to States and localities that communities use-often in
HUD HOME partngr_shlp with local nonpr_oﬂt groups-to fund a wide range of actlvme_s that build, buy, and/or Affordable Housing
rehabilitate affordable housing for rent or homeownership or provide direct rental assistance to
low-income people.
Revitalize severely distressed public and assisted housing and investing and leveraging Affordable Housing,
HUD Choice Neighborhoods |investments in well-functioning services, effective schools and education programs, public Infrastructure, Community
assets, public transportation, and access to jobs. Facilities
Community To ensure decent affordable housing, community services to vulnerable neighborhoods, and Affordable Housing, .
HUD Development Block . . . ) Infrastructure, Community
job creation and retention of businesses. L
Grants Facilities
HUD Qualified Bonds for_ governmental acquisition of distressed property, site preparation, site rehabilitation Affordable Housing
Redevelopment Bonds |or relocation of tenants.
Section ‘202 o Provide capital advances to finance the construction, rehabilitation or acquisition that will .
HUD Supportive Housing for . . ) Affordable Housing
the Elderly serve as supportive housing for very low-income elderly persons
Section 221 Mortgage |insures mortgage loans to facilitate the new construction or substantial rehabilitation of
HUD Insurance for Moderate [multifamily rental or cooperative housing for moderate-income families, elderly, and the Affordable Housing
Income handicapped.
HUD Sectl‘on 542 - Risk- prowdeg credit enhancement _for mortgages of multifamily h(_)usmg projects whqse loans are Affordable Housing
Sharing underwritten, processed, serviced, and disposed of by housing finance authorities.
SBA cDC/504 F_’rowdgs small b95|nes§es requiring brick and m(_)rtar fmancmg WI'Fh long-term, fixed-rate Community Facilities
financing to acquire major fixed assets for expansion or modernization
SBA Microloan Program Provides sho_rt—term loans for_workl_ng capital to s_mall bu_smesses and not-for-profit ch_lld-care Community Facilities
centers needing small-scale financing and technical assistance for start-up or expansion
Give tax credits to investors in exchange for stock or capital interest in Community
New Markets Tax Development Entities. The federal subsidy goes to qualifying projects in the form of below- . .
Treasury . . . . o . Community Facilities
Credits market interest rates and more flexible loan terms like longer amortizations and higher loan-to-
value ratios.
The Build America Bond program is designed to provide a federal subsidy for a larger portion
Treasury |Build America Bonds |of the borrowing costs of state and local governments than traditional tax-exempt bonds in Infrastructure
order to stimulate the economy and encourage investments in capital projects
Economic Adjustment [The Economic Adjustment Assistance Program provides a wide range of technical, planning . -
Treasury . ) ) . L ) Community Facilities
Grants and infrastructure assistance in regions experiencing adverse economic changes
Treasury %_Zi’gg‘;?e Housing Generate equity capital for the construction and rehabilitation of affordable rental housing. Affordable Housing
Neighborhood Initiative [ Promote the construction and rehabilitation of affordable housing and community education .
Treasury Affordable Housing
Grants programs.
Community Expand capacity of f|lnanC|aI institutions to prowdg credit, capital and fmanma_l services to _ Affordable Housing,
. . lunderserved populations. Promote local economic growth and access to capital through direct .
Treasury [Development Financial |. . ) . . . . : L Infrastructure, Community
L investments and technical assistance, tax credits, bank incentives, and financial and training .
Institutions Fund . . Facilities
incentives.
Treasury Exempt Facility Bqnds Private activity bonds issued to finance various types Infrastructure
for Mass Commuting
Treasur Transit Grant Transit agencies can also borrow against future Federal-aid funding. While transit bonding is Infrastructure
y Anticipation Notes quite similar to highway bonding, the transit bonds are referred to as GANs.
. L Develop essential community facilities for public use in rural areas. These facilities include
Community Facilities : - . ] ] S . L - . . -
USDA schools, libraries, childcare, hospitals, medical clinics, assisted living facilities, community Community Facilities
Grants and Loans . - h
centers, public buildings and transportation.
Fund acquisition or development of land, easements, or rights of way; construct, convert, or
Rural Development, [ . e - . .
. renovate buildings, access streets and roads, parking areas, utilities; capitalize revolving loan |Infrastructure and Community
USDA Business and . - o . ) ) . .
. funds that finance loans for start ups and working capital; train and give technical assistance; |Facilities
Cooperative Program |. L . )
improve rural transportation; fund project planning
Rural Energy for - . .
USDA |amenca o | SISO e haong of et nary (D0ener, geoneml VIS, |
Guaranteed Loan ' ydro p i Y proj )
USDA Business and Industry [Improve, develop, or finance business, industry, and employment and improve the economic Community Facilities

Guaranteed Loans

and environmental climate in rural communities.

Source: Compiled by Strategic Economics, 2010




Appendix B: Profile of Structured Funds for Equitable TOD Property Acquisition and
Predevelopment

One of the key current gaps in debt and equity resources for financing affordable TOD lies in the
acquisition and holding of property for development or redevelopment. In general, land acquisition is a
challenge for affordable housing projects given the exclusion of land from the basis for the Low Income
Housing Tax Credit program, the most widely used source of subsidy financing for affordable housing.
For affordable TOD, this is compounded by the scarcity and frequent higher cost of land near transit, and
the need to compete with the private market to acquire properties. A combination of limited short-term
debt resources and questions about the timing of long-term project financing restricts the ability of
affordable housing developers to secure land and properties opportunistically. This property acquisition
and predevelopment cost financing gap is a major impediment to the realization of equitable TOD.

In response to this widespread problem, affordable housing property acquisition funds have emerged
recently as an innovative, socially responsible investment tool. The most common model is that of a low-
interest, short-term (five to seven years) loan fund that issues loans at rates sufficiently low to allow
affordable housing developers to secure land as opportunities arise and before traditional affordable
housing financing mechanisms become available. The majority of these mission-driven loan funds
attracts multiple investors with differing risk tolerances and return expectations. Investors include public
sector entities with funding streams that can be dispersed without interest expectations, community
foundations with project or mission-related investment funds that have below market-rate return
expectations, community development finance institutions that make below-market rate loans and major
commercial banks seeking investments that satisfy CRA requirements. The interest rate and other terms
of the loan product offered, as well as the size of the fund, results from a combination of various investors
return requirements and the leveraging of market rate commercial debt by the no or low return
investments. Borrowers make payments back into the fund, which either revolves to allow additional
lending, or is held as security until the fund expires and investors are repaid.

Nationally, the Center for Transit-Oriented Development is aware of 15 affordable housing loan or direct
acquisition funds, as well as one TOD property acquisition fund, that are currently operating or under
development. Of these, six are directed in part, or entirely, to transit locations. These funds include the
Metro Transit-Oriented Development Program, established in 1998 in Portland, Oregon, the Hiawatha
LRT Land Assembly Fund (2005) and Capital Acquisition Revolving Loan Fund (2006), both in
Minneapolis, the Denver TOD Fund (2010), the Seattle Housing Levy Acquisition and Opportunity Loan
program (2010) and the Bay Area TOD Revolving Loan Fund, currently under development for the San
Francisco Bay region. These funds range from grant funds (Hiawatha) to direct acquisition funds
(Portland Metro) to revolving loan funds (Capital Minneapolis, Seattle, and Bay Area). All have some
amount of public investment that takes a critical “top loss” or lead equity position and leverages
investment from other more risk-averse investors.

The following section profiles three of these funds, the New York City Acquisition Fund (closed 2006)
the Denver TOD Fund (closed 2010), and the Bay Area TOD Revolving Loan Fund (fund investment
structure currently under development); profiles includes the fund’s purpose, investors and structure,
management, loan terms, brief history of the fund and particular issues faced in fund development and
management. Lessons learned from comparison of the funds are incorporated into the body of the report.



New York City Acquisition Fund, New York City, New York ($265 million, closed 2006, 23 loans
issued)*

Purpose of Fund: Short-term financing for pre-development, property acquisition and environmental
remediation financing for new construction and preservation of at-risk affordable housing in the five
boroughs of New York City. Provide source of ready capital with high loan-to-value ratio and capacity
for larger loan size to bridge affordable housing finance gap prior to close of construction loan.

Investors and Fund Structure: An $8 million top loss loan from New York City and $32.65 million in
program-related investments (PRI) from six national foundations provides a guarantee pool sufficient to
leverage a loan-to-value ratio of up to 130 percent for non-profits and up to 95 percent for for-profits from
a base loan-to-value requirement of 50 to 70 percent from $200 million in senior debt from 16 financial
institutions. The City and foundation funds take the majority of the top tiers of loss, so that the senior
lenders are only responsible for losses below 50 percent of the value of land acquisitions and 25 percent
of preservation loans.? The guarantee facility is not part of the lending capital, the Fund is free-standing,
and loans may be originated by five different CDFIs, including Enterprise Community Loan Fund and the
New York City Housing Development Corp. Interest expectations of 1 to 3 percent on the PRI funds are
met through outside investments with returns of approximately 5 percent.

Fund Management: The Fund is operated on a day-to-day basis by Forsyth Street Advisors, LLC, an
agent of Enterprise Community Investment, Inc., the manager of the fund. National Equity Fund, Inc. is
co-manager and JP Morgan Chase Bank N.A. serves as administrative agent for the bank syndicate. The
Credit Committee includes the two managers, administrative agent, and the New York City Department
of Housing Preservation and Development and New York City Housing Development Corporation.

Project Loans: The Fund offers loans of up to $7.5 million for vacant properties, and up to $15 million
for occupied residential buildings in need of preservation. Loans are available for a maximum three-year
term at a variable interest rate currently indexed to prime. Recourse to borrowers is limited to 25 percent.
Maximum loan-to-value is 130 percent for non-profits and up to 95 percent for for-profits. Both non-
profit and for-profit borrowers must commit 5 percent of project costs in equity at loan closing. In
addition to under-writing requirements, borrowers must meet charitable requirements regarding either
income-level restrictions or location in a blighted area. Finally, a soft commitment letter must be
provided from a government agency that provides long-term financing or funding. The Fund makes both
conforming and non-conforming loans and has closed on 23 loans worth over $101 million, including
low-income rental, supportive housing, preservation, mixed-income and ownership. Thus far, no borrower
has defaulted, and the average loan has been taken out by construction financing at 14 months, rather than
the projected 18 months.

History of Fund: Prior to 2005, New York City met its affordable housing development goals through
rehabilitation and redevelopment of its significant stock of in rem properties (taken for back taxes).
However, by 2004, this resource was reaching exhaustion at the same time that the on-going acceleration

! Profile drawn from program summary andloan term sheet, Forsyth Street Advisors, LLC, 1/5/2010, “Innovation in Capital
Markets: A New Generation of Community Development Funds,” My B. Trinth, Bart Harvey Enterprise Fellow, 2009, and
interview with Abby Jo Sigal, Vice-President, Enterprise Community Partners, Inc. and NYC Acquisition Fund developer,
7/26/2010.

% The originating lender absorbs the first loss up to 2percent of the loan amount and the Fund itself takes the next loss up to
1percent of outstanding project loan principal. The City’s 3™ loss position up to $4MM (Battery City Park Reserves) is the key
top loss position in this fund, given its magnitude.



of the market-rate housing industry threatened the ability of affordable housing developers to secure and
preserve quality properties for low-income and workforce housing. While New York City has relatively
substantial public resources for permanent financing of affordable housing, the lack of short-term pre-
development financing options made it difficult for affordable housing developers to act opportunistically
as properties became available; the City’s ability to cheaply transfer its in rem stock had previously filled
this gap.

Anticipating the exhaustion of this stock, Enterprise Community Partners, Inc., (Enterprise) and the Starr
Foundation began discussing ways of meeting the short-term financing gap and in 2005 the Starr
Foundation committed $12.5 million in Challenge Grant funds toward the launching of a an acquisition
and predevelopment fund. Simultaneously, the City Department of Housing Preservation and
Development (HCD), the Ford Foundation and MacArthur Foundation were having a similar
conversation. Enterprise and HCD met and determined that the development of a guarantee pool of
public and foundation grant and PRI funds would be the most effective way to leverage bank capital and
achieve the key loan product terms needed: high loan-to-value ratio, lower interest rate, and limited
recourse. In October, 2005, the City committed $8 million in Battery City Park Reserves to the guarantee
pool. By August of 2006, Enterprise had assembled a total of $40.65 million in public and foundation
reserves and letters of credit for the guarantee facility, leveraging $192.5 million in lending from banks
and closed the Fund. Additional lending capacity has augmented the fund as needed since then, for a
current total size of $265 million.

The New York City Acquisition Fund was the first such fund with a guarantee structure and has been the
model for most of the free-standing funds of significant size that followed. While the Fund does not have
a requirement for proximity to transit, the extent of the New York City transit system greatly decreases
the need for such a specification.

Issues and Challenges:
o What is the box? Reaching agreement on the key terms of the conforming loan product

The loan terms ultimately achieved for the fund are quite different than a typical bank, or even CDFlI,
loan. A lower interest rate, limited recourse, higher loan-to-value ratio (LTV) and, critically, larger loan
size were all necessary to fit the specific acquisition finance need in New York City. For example, few
CDFls provide loans of greater than $3-4MM, but the value of property in New York meant that
developers than had to assemble additional financing to buy property; the fund wanted to provide a one-
stop shop to enable developers to act quickly. Furthermore, because preservation of existing affordable
properties was a goal, and these can range greatly in value, the appropriate loan size target was difficult to
determine, let alone reach consensus on given the many different kinds of investors with varying degrees
of affordable finance experience. Ultimately, the size of loan offered is $7.5 million for vacant land and
$15 million for improved land, a major increase in size over the typical CDFI loan, and the LTV is 95 to
130 percent, considerably more advantageous than the 90 percent usually offered by CDFIs. The fund
also makes non-conforming loans.

e Devolution of authority amongst bank syndicate

In order for the Fund to issue loans efficiently, the 16-member bank syndicate had to agree to delegate
authority both down their internal chain of command and across to a representative administrative agent,
ultimately JP Morgan Chase. This took considerable negotiation.



e Less use of fund with economic downturn and fewer permanent finance resources

From late 2006 to 2008, the Fund made numerous loans (23 to date). However, since 2009 and the
aftermath of the recession, the Fund has made few loans and has not revolved to its capacity. The
decrease in the availability of permanent financing, tax credit financing in particular, has had a chilling
effect on demand for the fund. The Fund was designed as a short-term (3 year maximum) opportunity-
oriented loan fund for projects that would find take-out financing quickly, not for long periods of holding,
so it has been affected by larger downturn despite its lending capacity.

e Non-replicable structure

Enterprise expected that the experience of developing the New York Acquisition Fund would assist in
later development of other structured acquisition loan funds in other places, i.e. Cities of Los Angeles and
Atlanta and the State of Louisiana, and reduce the start-up costs for other funds. While Enterprise did
learn some basic lessons regarding the necessary loan documents to have, each new fund has evolved out
of the financial resources and needs of its locale and assumed an operational and risk distribution
structure that bridges these particular resources and needs.



Denver Transit-Oriented Development Fund, Denver, Colorado, ($15 million, closed 2010, 2 loans
issued)®

Purpose of Fund: Property acquisition finance for the preservation and creation of affordable housing
along existing and planned transit corridors in the Denver area. The Denver TOD Fund (Fund) aims to
develop and preserve 1200 affordable housing units near transit over 10 years; affordability targets are 60
percent Area Median Income (AMI) or below for rental and 95 percent AMI or below for ownership.

Investors and Fund Structure: The Fund is a credit facility to the Urban Land Conservancy
administered by Enterprise Community Loan Fund (ECLF); it is not a stand-alone entity. The total
current Fund is $15 million, including $2.5 million in top loss funds from the City of Denver, $1 million
in second loss funds from Enterprise Community Partners, and $4.5 million in third loss funds from
MacArthur Foundation, Rose Community Foundation and the Colorado Housing and Finance Authority.
Senior debt of $5.5 million was assembled by ECLF and the Mile High Community Loan Fund. The
Urban Land Conservancy has also contributed $1.5 million in equity investment. Investment return rates
are blended to produce a loan interest rate of 3.5 percent.

Fund Management: The Fund is managed by Enterprise Community Loan Fund.

Project Loans: The Urban Land Conservancy is the sole borrower of the Fund and contributes 10
percent of the equity to every project. It partners with for and non-profit developers to identify
prospective opportunities and line up likely permanent financing; it then takes out a 3 to 5 year
acquisition loan from the fund and purchases sites and properties. It may sell the property to the
development partner once permanent financing is available, or, preferably, pay off the loan and hold a
long-term land lease to ensure long-term affordability. The Fund has been in operation for only six
months, so no loans have yet reached term or been taken out.

Loans terms include a maximum $3 million loan size, 3 to 5 year loan term, 3.5 percent interest rate and
maximum loan-to-value ratio of 90 percent. Loans also require initial evidence of permanent financing,
appropriate zoning and a viable development partner. The Fund can also make non-conforming loans.
The Fund has issued two loans: the first for preservation of existing affordable housing, the second for
new development on a site that has interim potential for revenue return through construction staging. A
third vacant site is under contract.

History of Fund: After the passing of the FasTracks $4.7 billion regional transit system plan and
supporting sales tax in 2004, the City of Denver became concerned with setting the stage for successful
TOD along the new light-rail corridors. In 2006 and 2007, a series of reports were written for the
Department of Community Planning and Development and Enterprise Community Partners that
highlighted the need for a focused effort to include affordable and mixed-income housing in new transit
locations, and in particular, recommended the creation of an affordable TOD acquisition fund as a top
priority.* Enterprise Community Partners, which had already pioneered multi-investor acquisition and
preservation funds for affordable housing in Washington, D.C, and New York City and was

% profile drawn from interview and electronic communication with Melinda Pollack, Senior Program Director, Enterprise
Community Partners (Denver, CO), 7/10 and “The Land Acquisition Fund: A Tool for Tough Economic Times,” Aaron Miripol,
Urban Land Conservancy, 10/20/09.

# “Transit-Oriented Development Strategic Plan,” Department of Community Planning and Development, City of Denver, Center
for Transit-Oriented Development, August, 2006. “The Case for Mixed-Income Transit-Oriented Development in the Denver
Region,” Enterprise Community Partners, Inc., Center for Transit-Oriented Development, February, 2007.



simultaneously working on funds for the State of Louisiana, the City of Los Angeles and the Atlanta
region, saw the need for a financing tool that could assist in the securing of property for development as
affordable housing in the new transit corridors. At the same time, the Urban Land Conservancy (ULC),
established in 2003 to acquire, develop and preserve community assets in the Denver metropolitan area,
began to focus on the transit corridors as priority targets for property conservancy and expressed early
interest in investing in an acquisition fund.

Over the next two and half years, as Enterprise evaluated various financial models and raised capital from
foundations and bank, the ULC increased its initial commitment (ultimately $1.5 million in equity) and
asked for a conservancy role in acquisition and preservation. At the same time, for the underwriting
lenders to make a ten year commitment to the fund they needed evidence of considerable financial
strength from any borrowing community development corporations or for-profit developers. Given the
political delicacy of selecting only the high financial capacity local CDC as approved borrowers, while
excluding others, and the strong commitment of the ULC, Enterprise and the other fund investors agreed
to lend solely to the ULC, which then partners with affordable developers. This arrangement gives the
ULC the opportunity to pay off acquisition loans and lease properties for development or rehabilitation,
holding the land in conservancy and ensuring long-term affordability, rather than selling it.

The Offices of Economic Development and Strategic Partnership at the City of Denver also worked to
identify city-controlled sources of public funding that could be dedicated to the fund as a top loss
investment and assisted in raising grants and PRI investments from foundations. Ultimately, $500,000 in
Economic Development Business Incentives funds and $2 million originating from the City’s Xcel
Energy franchise fee revenues, to be used for energy efficiency projects for low-income households, were
invested in the fund. The Fund closed in early 2010 with a total of $15 million in lending capacity.
Enterprise and its partners intend to increase the size of the Fund by another $10 million and expand its
reach to the full extent of the FasTracks regional system, but must first find public entities able to invest
top loss grant funds beyond the City of Denver.

Issues and Challenges:
o Operating challenge with lending for vacant land that is not yet developable

The Denver TOD Fund is intended to not only preserve and develop projects along existing transit
corridor, but also secure and hold opportunity sites in planned corridors that do not yet have transit.
However, sites in planned corridors are not usually ready for development for several years, given the
lack of transit, market issues and the general scarcity of permanent affordable financing. Unfortunately,
vacant land generally has no revenue generating capacity and cannot make interest payments, however
below market the rate is. While Enterprise and its investors have succeeded in providing a loan product
with a term of as long as five years, the ULC must still make interest payments on those loans during that
period. The second loan issued by the Fund is for a vacant property near existing rail and will serve as
construction staging for an adjacent TOD project, thereby earning enough revenue to support interest
payments. This type of arrangement holds less potential for sites on planned rail corridors, however. For
now, the risk of acquisition loans for vacant land has been mitigated by limiting such loans to 1/4" of the
overall fund, thereby ensuring that ULC is not overburdened by high-risk debt. Additional means to
make more loans for vacant land acquisitions are being explored.



e Limited permanent financing options restrict Fund’s acquisition loan capacity

The Fund’s capacity is currently limited by the region’s reliance on federal Low Income Housing Tax
Credits for take-out financing. Because Denver can anticipate only a few local LIHTC projects per year,
the Fund cannot have more than a couple of loans expiring annually. Enterprise Community Partners,
Inc. and the Urban Land Conservancy are currently trying to expand the scope of the fund to be regional,
which would encompass a greater number of LIHTC deals annually and therefore allow more acquisition
loans, but must first locate sources of top loss public investment from outside of Denver, a major
challenge.

e Project developers not subject to Fund credit agreement

The Fund’s credit agreement is a lengthy document that lays out the relationship between the Fund
investors and the ULC and details the terms of the loans that may be entered into. However, the actual
developers of the properties for which the loans are issued are not a party to the agreement. The process
for disposition of property by ULC was therefore not defined in the fund development process, thereby
creating an additional measure of risk for the Fund, and the ULC.



Bay Area TOD Revolving Loan Fund, San Francisco Bay Nine-County Region, CA, ($40 — 60
million anticipated, currently under development)®

Purpose of Fund: To provide financing necessary to secure property near quality transit across the Bay
Area region for the purpose of developing permanently affordable housing and ensuring convenient
access to transit for households at all income levels. Affordability thresholds are under consideration and
eligible projects will include mixed-use and mixed-income housing.

Investors & Fund Structure: As currently planned, the Bay Area TOD Revolving Loan Fund (Fund)
will be a stand-alone fund managed by the Low Income Investment Fund (LIIF), with loans originated by
LIIF and five other national and regional CDFIs. A $10 million investment from the Metropolitan
Transportation Commission, the Bay Area metropolitan planning organization, will occupy the top loss
risk position in the Fund. LIIF and its partners expect to raise between $5 million to $10 million in
mission and program-related investments, and have applications in to the Ford Foundation, San Francisco
Foundation and Living Cities. These funds will absorb the majority of second tier or mezzanine risk and,
along with the MTC grant commitment, leverage an additional $25 million to $35 million in bank and
CDFI capital assembled by the six originating CDFIs. LIIF has already received letters of interest for $15
million in senior position lending from three different banks. The Fund is intended to exist for 10 years
and originate loans for the first five years.

Fund Management: LIIF will manage the fund and act as administrative agent for the six originating
CDFls. It is expected that the credit committee will have five to seven members with rotating seats that
include the major investors.

Project Loans: Loan term goals include a seven-year term, 110 percent loan-to-value ratio, and an
approximately 6 to 6.5 percent interest rate. LIIF has already received expressions of interest from 25
different prospective development projects, geographically distributed around the Bay, with the exception
of North Bay communities.

History of Fund: In 2006, the Great Communities Collaborative (GCC) was formed with the purpose of
making mixed-income, transit-oriented communities prevalent across the Bay Area by 2030. The GCC
includes four regional sustainability and equity non-profits, three community foundations, a national
transit advocacy non-profit, and several grass-roots organizations and receives staff support from the San
Francisco Foundation. After initially focusing on planning, policy, advocacy and community outreach
efforts, the GCC determined that these were not sufficient to meet their goal, and that the creation of new
implementation tools was critical. The housing market and financial recession in 2008 posed the
opportunity for acquiring and preserving property for permanent affordable housing while there was a lull
in the market. In 2009, the GCC commissioned a feasibility study for an acquisition fund in the Bay Area
which recommended the formation of a short-term structured loan fund modeled after the many existing
funds pioneered by Enterprise and LIIF in other locations. The report also highlighted the critical need
for public subsidy investment to occupy the top loss risk position.

® Profile drawn from interview with Brian Prater, Low Income Investment Fund, 7/7/2010, “Request for Proposal for TOD
Revolving Loan Fund Management andAdministration,” San Francisco Foundation on behalf of the Great Communities
Collaborative, 2/24/2010, and “San Francisco Bay Area Property Acquisition Fund for Equitable TOD Feasibility Assessment
Report,” Great Communities Collaborative, Center for Transit-Oriented Development, 6/9/2010.



In early 2010, the GCC, assisted by the Center for TOD, began discussions with Metropolitan
Transportation Commission staff around the possibility of a grant investment through MTC’s
Transportation for Livable Communities Program, which has funded transportation-related capital
projects and planning efforts since the mid-1990s. The MTC board was strongly supportive and made a
commitment of $10 million to the Fund.

With MTC’s commitment, GCC and the San Francisco Foundation moved forward with a request for
proposals from prospective fund managers. In July 2010, LIIF and a consortium of five other CDFIs were
selected, with LIIF as manager and administrative agent. LIIF and the CDFI consortium are currently
assembling foundation project and mission-related investments, as well as bank capital and project to
close the fund by end of year.

Issues and Challenges:
e Regional source of top loss investment

A key challenge to forming a regional acquisition fund is the lack of viable public sources of grant
investment that can occupy a top loss risk position. As the only state that sends a majority of its
transportation funds to regional and local transportation authorities, California has a special advantage in
regards to regional funding of TOD. MTC’s 15-year history with the TLC program and innovation in
transportation enhancements funding also prepared it for a significant investment in equitable TOD.
Regions in other states, such as Denver, face considerable challenges in securing top-loss risk position
investments at the regional level.
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