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HUD Section 202 Elderly Housing Projects
Overview

* Enacted as Section 202 of the Housing Act of 1959, but has undergone several
evolutions

* Three basic periods:

1959 to 1975 Direct Federal Loans without operating subsidy

1975 to 1990 Direct Federal Loans with long-term Section 8
housing assistance payments contract

1990 to Present Capital Advance with long-term Section 8 Project
Rental Assistance Contract (“PRAC”)
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Section 202 Capital Advance Program/PRAC
Projects

* National Affordable Housing Act of 1990 (Cranston-Gonzalez Act)

* Capital Advance—1991 to present

* Funding through Capital Advance not Direct Loan
e Basically a grant or forgivable loan to the nonprofit owner

* No interest and no repayment so long as project remains available for very low-income
elderly persons for 40 years

 HUD secures this use restriction through a note, mortgage, regulatory agreement, and use
agreement
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Project Rental Assistance Contract (“PRAC”)

 All units shall be available for very low-income persons

* Terms of rental assistance
* Basic income and rental terms are the same as for the Section 8 program
* Rents are adjusted on a budget basis

e Term of the PRAC

* Initially a 20-year term; reduced to five years in 1995 and further reduced to
three years in 2006. One year renewals.
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Refinancing of 202/PRAC Projects

e Challenges of Refinancing a PRAC Project
 PRAC is not a long-term contract
* PRAC funding does not include debt service: inability to leverage debt and
equity financing
* Exciting Possibilities of the RAD Program!
e Current status of RAD for PRACs legislation
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RAD for PRAC Projects:

HUD has said this will be a “Component 2” Program

Component 1:

e Public Housing

Component 2:

Rental Assistance
Payments (RAP)

Rent Supplement
Contracts (Rent Supp)

Section 8 Mod Rehab
PRACs
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Refinancing PRAC Projects: Open Issues

* Rents
* RAD as a “revenue neutral” program?

* Structuring

e Assumes 202 Capital Advance Note and Mortgage would be subordinated to
new financing

* Non-profit Ownership Requirements (statutory)
* |dentity of Interest Issues for Management and GC
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RAD FOR PRACs | Sample Organizational Chart

DEVELOPER LLC
The Owner enters OWNER

into a Development LIMITED
Agreement with PARTNERSHIP

Developer

Housing, Inc. SLP LLC
.01% General .01% Special Investor Entity
Partner : Limited Partner 99.98% Investor
Non-Profit For-Profit Partner
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Thank You!

MEGHAN C. ALTIDOR

Partner
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202-585-8344 This presentation contains images used under license. Retransmission, republication, redistribution, and
downloading of this presentation, including any of the images as stand-alone files, is prohibited.

This presentation may be considered advertising under certain rules of professional conduct. The content
should not be construed as legal advice, and readers should not act upon information in this publication
without professional counsel. ©2018. Nixon Peabody LLP. All rights reserved.

U NIXON - -
,—/,I\;, PEABODY NH&RA Annual Meeting & Symposium


mailto:maltidor@nixonpeabody.com

\\\‘ / Z N|XON CATEGORIES  INDUSTRY CALENDAR  TEAM  ABOUT NIXON PEABODY  RESOURCES

Visit Our Blog e

AFFORDABLE HOUSING BLOG

Conversations on affordable housing and community development

For insiders’ views on the
dynamic affordable housing
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industry, visit our blog:
housingblog.nixonpeabody.com
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