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Presentation Notes
Introduce yourself.  
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Why the CUAC?

A quick history and policy background
without pictures


Presenter
Presentation Notes
Don’t call it “the quack.”
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* The genesis of the California Utility Allowance
Calculator was a recommendation from the
New Solar Homes Partnership Affordable
Housing Advisory Committee made in 2007.

* The Advisory Committee identified two policy
Issues hindering the adoption of more solar
PV systems in affordable housing projects:

) Net Metering

> Utility Allowance Estimates
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Net Metering

* Problem: Getting power from one PV system
credited to multiple tenant meters in a cost
effective manner.

« Solution: Rulemaking 08-03-008. A recent
CPUC Proposed Rulemaking Decision
instituting “Virtual Net Metering” for the
Multifamily Affordable Solar Home (MASH)
program.
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Virtual Net Metering (VNM)

 Virtual net metering will allow the electricity
produced by a single solar installation to be
credited to the benefit of multiple tenants in
the building without requiring the system to be
physically connected to each tenant’s meter.



Presenter
Presentation Notes
There are implications in the rulemaking that indicate the CPUC is well aware of the potential applicability beyond either the MASH program or affordable housing generally.  

On page 35 the proposed rulemaking states that "VNM is a concept that could have wide applicability, although we do not prejudge here whether we will implement it more broadly," and page 40 it states "Therefore, we will consider expanding VNM to all multitenant properties, not just affordable housing.“

I’d like to encourage you all to let the CPUC know the value of expanding this option to include NSHP new construction affordable housing.


Utility Allowance (UA)E
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Presenter
Presentation Notes
This is the reality prior to the release of the July 2008 IRS utility allowance regulations.  Housing authority utility allowances simply do not reflect modern energy efficient design and construction.


UA Estimates Continued

* The Other Old Option Had Another Problem:
A second rarely used option allowed for
project-specific utility allowance estimates
developed by a utility - something utilities
have been very reluctant to provide.
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Presenter
Presentation Notes
Utilities are not required to do this; they are not reimbursed for doing this; and even if you did get an estimate from a utility it would be based on the existing housing stock they serve.
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UA Estimates Continued

* Implications: Utility allowances generally did

not reflect actual utility costs to tenants AND
developers were not rewarded for increasing
the energy efficiency of tenant units beyond
the minimum required OR for installing solar
PV systems that would offset tenant electricity
demand.
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UA Estimates Continued

 Fundamental change in Federal Regulations
occurred in July 2008.

* The new regulations set in place a hierarchy
specifying which utility allowances applied to
which projects.

* And they created multiple utility allowance
options for developers and owners that had
not previously existed.


Presenter
Presentation Notes
IRS substantially changed FCR § 1.42-10.
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UA Estimates Continued

« Solution: A consumption-based utility
allowance estimate allowed by the newly
revised IRS regulation 1.42-10(b)(4)(ii)(E).

That’s exactly what the California Allowance
Calculator provides!


Presenter
Presentation Notes
Caveat:  The CUAC estimates can only be for tenants in projects that are not receiving rental assistance or living in Rural Housing Service or Housing and Urban Development regulated buildings.  However, it may be possible for either RHS or HUD to approve a CUAC estimate for use at one or more of their projects.

NOTE:  Stop Here and Ask for Questions.
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Implications of using the CUAC

$15 doesn’t really mean much to my
project . . . does it?


Presenter
Presentation Notes
The following are three Hypothetical/Theoretical examples.
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Situations, Decisions,
Consequences

« A "Typical” 9% Tax Credit Project
v 80 low income units with 1 manager unit
v New construction
v Large family project
v QCT or DDA location
v Majority of funding expected from tax credit equity

v Hard debt loan with multiple sources of soft
subordinate funding


Presenter
Presentation Notes
This is a typical 9% large family project built in an urbanizing rural area or a more rural modestly populated higher-cost coastal area.  

Total project costs as presented to TCAC were ~$20 million.

I used the current TCAC feasibility and basis matrix combined with data from an actual project I reviewed when I worked for TCAC.

Caveat:  These three scenarios do not take into account any change in competitive standing at TCAC that might result from changes in the financing.
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I’m In Business To Make Money!


Presenter
Presentation Notes
This is the “take the money and run” scenario.
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I'm In Business To Make Money!

« Situation: The project is a very strong project
and perfectly viable as is. It meets all the
minimum requirements. The developer has
built several projects in this city, knows the
area, knows the risks.

* Decision: Developer decides to pocket the
additional cash that results from using the
California Utility Allowance Calculator.


Presenter
Presentation Notes
Minimum requirements means, California  Title 24 Part 6, local ordinances, TCAC requirements, permanent lender requirements, etc.
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I'm In Business To Make Money!

e Consequences:

v Increased profit taking of $5 per unit = $4800 per
year.

v Increase in the DSCR from 1.15to0 1.18 in Year 1.

v Marginally improved position to syndicate or
directly place the tax credits due to lower risk.

v Regular deterioration of the project as a place to
live and as an investment.



Presenter
Presentation Notes
$5 is the average increase in net rent across all units.

Note that in this scenario the Year 15 exit position doesn’t improve.  

Arguably, this is the “worst case” scenario from the Commission’s standpoint.  This the standard “build it, let it run down, and then dump it for whatever you can get” style of affordable housing development.
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I've Got Bills to Pay . . .


Presenter
Presentation Notes
This is the “neutral” scenario where most of the additional funds go to offsetting operating expenses.


California Energy Al 4 Wil
“Commission m1,51|ii RN

I've Got Bills to Pay . ..

« Situation: The project is a strong project, but
located in a very competitive market. Each
year expenses increase at or greater than the
rate of inflation. Developer is expecting a
longer than normal lease-up period and
higher than average turnover.
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I've Got Bills to Pay . ..

* Decision: Developer decides that some
competitive edge is nheeded. Considering
various energy efficiency measures, the
decision is made to go with those cost-
effective measures that increase tenant
comfort but with a relatively quick payback or
payoff. Also decides to add increased
security measures.


Presenter
Presentation Notes
The theory here is:  Happy, comfortable tenants stay longer and make it easier to attract other tenants.

For the sake of the discussion, assuming this project is in a inland southern California region, some examples might be: 

high reflectance cool roof, 
cool site measures like light-colored paying materials and increased tree shading, 
increased window shading and low solar heat gain coefficient windows,  
high efficacy interior lighting, and 
high efficacy exterior lighting for added security.

Note that by taking these actions the developer was able to downsize the air conditioning for the project.
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I've Got Bills to Pay . ..

« Consequences:

v Increased costs of $200,000 offset by tax credit
equity and utility incentives:
+$200,000 in costs = $260,000 in qualified basis

-$175,500 from tax credit equity $234,000 in total
federal tax credits x$.75 per tax credit)

-$20,000 in utility incentives
=$4.500 in additional debt


Presenter
Presentation Notes
This project is a typical 15% better than Standards project.  

Tax credits are calculated using the 9% rate for post HR 3221 project.

Utility Incentives include:

$16,000 Developer Incentive for 15% better than Title 24, Part 6
$4,000 Incentive for hard wired high-efficacy lighting

$4,500 is “nothing” for a $20 million project.
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I've Got Bills to Pay . ..

v Increased cash flow of $10 per unit
= $9,600 per year
-$365 for debt service

-$8,800 for additional/more realistic operating
expenses including increased maintenance,
security and a lease-up incentives

= $435 in increased revenue
v No substantial change in the DSCR


Presenter
Presentation Notes
$10 is the average increase in net rent across all units.
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I've Got Bills to Pay . ..

v" Slight decrease in tenant turnover due to more
market appropriate operating expensing and
Increased tenant retention.

v Marginally improved position to syndicate or
directly place the tax credits.

v' Marginal improvement in the project as a place to
live and as an investment.

v Lower energy consumption and green house gas
emissions associated with the development.
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Green Building is $mart Business


Presenter
Presentation Notes
This is the “best case” scenario from the Commission’s standpoint.
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Green Building is $mart Business

e Situation: Developer is faced with a very
competitive market. Additionally, green
building Is emphasized by state laws and
local ordinances. The Developer’s equity
Investors take a longer-term view than most.
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Green Building is $mart Business

* Decision: Developer decides that a
substantial competitive edge is needed.
Considering various energy efficiency
measures, the decision is made to go with
those that are most cost-effective in the

longer-term.


Presenter
Presentation Notes
For the sake of the discussion, assuming this project a coastal southern California region, some examples might be:

cool site measures like light-colored paying materials and increased tree shading, 
increased window shading and low solar heat gain coefficient windows, 
high efficacy interior and exterior lighting for added security,
High R-value insulation,
QII - Quality Insulation Installation (HERS Verified),
Buried properly sealed ductwork (HERS Verified), and
A solar PV system that offsets common area and tenant loads.

Note that by taking these actions the developer was able to downsize the air conditioning for the project.
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Green Building is $mart Business

« Consequences:

v Increased costs of $900,000 fully offset by tax
credit equity, state and local utility incentives:
+$900,000 in costs = $1,170,000 in qualified basis

-$842,400 from tax credit equity financing ($1,053,000
in total federal tax credits x$.80 per tax credit)

-$28,800 in utility incentives
-$120,000 in solar incentives
=-$91,200 hard debt



Presenter
Presentation Notes
This project is a hypothetical 30-35% better than Standards project.  

Tax credits are calculated using the 9% rate for post HR 3221 project.

Utility Incentives include:

$12,000 Developer Incentive for 15% better than Title 24, Part 6
$4,800 HERS Rater Incentive
$4,000 Energy Consultant Incentive
$4,000 Installed Gas Dryers Incentive
$4,000 Hard wired high-efficacy lighting Incentive

Solar incentives appear to run at approximately 30% of materials costs and materials costs in this case are estimated at $400,000, labor is assumed to be $200,000.
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Green Building is $mart Business

v Increased cash flow of $15 per unit
+$14,400 in Year 1
+7,756 for less debt service

-$14,800 for additional operating expenses
iIncluding increased PV maintenance costs, etc.

=+$7,356 in increased revenue

v Substantial change in the DSCR from 1.15 to 1.29
in Year 1


Presenter
Presentation Notes
$15 is the average increase in net rent across all units.

Caveat:  The Commission doesn’t have data on the annual maintenance costs of solar PV systems, so for purposes of this exercise I’ve assumed additional expenses of $500 per month.
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Green Building is $mart Business

v Decrease in tenant turnover due to improved
competitive position of the project in the
marketplace.

v Improved position to syndicate or directly place the
tax credits.

v Substantial improvement in the project as a place
to live and as an investment.

v Lower energy consumption and green house gas
emissions associated with the development.


Presenter
Presentation Notes
This developer and his investor understand that California’s stated goal is to reach zero net energy new residential development by 2020.  

As a result of this goal, each round changes to the Standards will leave the other example projects at an increasing disadvantage against new construction – however, this project will maintain a stronger value over time.  That is, 35% better than 2008 Standards may equal a 2017 project build to minimum Standards requirements.
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Wrap Up

Examples vs. Reality

Resources:
The Affordable Housing Energy Efficiency Handbook
by Heschong Mahone Group, Inc.

Green Rehabilitation of Multifamily Rental Properties
by LISC and Build It Green

Questions?



Presenter
Presentation Notes
These three examples are just hypothetical examples.  Ultimately, your actions are likely to vary based on the project in question, your interests and the interests of investors.  Public policy has changed to recognize the value increasing energy efficiency in affordable multifamily housing.  And now you have the CUAC -- a tool that will allow you to experiment with increasing the energy efficiency and adding renewable generation to a project and see the change in your bottom line.  So use it. 

These resources are not all encompassing and are not a recommendation by the Commission per se.  I found them helpful as general introductions to multifamily energy efficiency and green building. 
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