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City of Chattanooga 

Community Development Block Grant Program 
Substantial Amendment to the 2026-2027 Annual Action Plan 

Introduction 
This document serves as the Substantial Amendment to the 2026 - 2027 Annual Action Plan previously 
approved by the U.S. Department of Housing and Urban Development. This Substantial Amendment will be 
for the application of a $7,800,250 Section 108 Loan Guarantee Program. It is the addition of these funds 
and creation of new activities that constitute a substantial amendment as outlined in the City’s Citizen 
Participation Plan. 

New Projects 
This substantial amendment creates the following new projects and appends them to the 2026 - 
2027 Annual Action Plan: 

Section 108 Loan Program: 
The City of Chattanooga, a Community Development Block Grant (CDBG) entitlement community, 
through this application, is requesting a $7,800,250 Section 108 Loan Guarantee Commitment in 
accordance with 42 U.S.C. § 5308 and 24 C.F.R. Part 570, Subpart M. Through an 
intergovernmental agreement, the City is extending its borrowing capacity to the Chattanooga 
Housing Authority (CHA). This partnership will establish a housing loan pool to provide gap 
financing for affordable housing development via CHA’s Faircloth authority. Under this 
arrangement, the City of Chattanooga serves as the public entity (Grantee), while the CHA acts as 
a Designated Public Agency (DPA) and the borrower. 

Authorized by the Housing and Community Development Act of 1974, the Section 108 program 
allows CDBG entitlement communities like Chattanooga to borrow against current and future 
CDBG allocations. These obligations are backed by the full faith and credit of HUD, providing low-
cost, flexible financing for community development, including housing, infrastructure, and 
economic projects. CDBG recipients may borrow up to five times their most recent allocation; 
currently, Chattanooga’s borrowing capacity stands at $7,800,250. 
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Recognized as a powerful tool for transformative affordable housing, Section 108 offers unique 
flexibility to state and local governments. As a DPA, CHA is a specialized entity with the capacity to 
manage the complex, multi-year projects associated with the Faircloth authority. 
 
Under the DPA structure, the CHA is the legal borrower responsible for principal and interest 
payments, other fees, and costs associated with borrowing the funds. The CHA will execute loan 
documents directly with HUD and will secure the loan with project-specific collateral, such as 
property liens or project revenues. To satisfy HUD’s federal backstop requirement, the City of 
Chattanooga must concurrently pledge its CDBG grants. The CHA and the City will work in tandem 
to maintain compliance with all HUD regulations. 
 
The affordable housing loan pool is a strategic component of the Faircloth-to-Voucher (PTV) 
program, designed to increase housing options for low- and moderate-income residents in 
Chattanooga. Guided by its Faircloth Authority 10-Year Portfolio Master Plan (Faircloth Master 
Plan), the CHA is strategically deploying its 1,287 units of Faircloth Authority. Proposals from 
qualified development partners have been solicited through competitive RFPs to maximize this 
authority with eligible projects. Supporting this initiative is essential for expanding housing 
availability for the city’s most vulnerable populations. 
 
Individual project draws will be made over the commitment period. CHA will use the loan funds 
directly for the following CDBG eligible activities covered under 24 CFR 570.703: 

● Acquisition of real property 
● Rehabilitation of publicly or privately owned real property 
● Housing rehabilitation eligible under CDBG 
● Housing construction eligible under CDBG 
● Construction, reconstruction, or installation of public facilities (including street, sidewalk, and 

other site improvements) 
● Related relocation, clearance, and site improvements 
● Payment of interest on the guaranteed loan and issuance costs of public offerings 
● Debt service reserves 
● Finance fees, including Section 108 loan closing costs and issuance costs of related public 

offerings 

To secure the Section 108 commitment, project-level collateral will be utilized, including 
developer fee pledges, the assignment of HAP contract revenues, and subordinate liens on 
project property. Furthermore, in compliance with 24 C.F.R. § 570.705(b)(1), the City is required 
to pledge its current and future CDBG allocations. 
 
2025 – 2029 Consolidated Plan Affordable Housing Priority:  
The proposed use of the Section 108 Loan Guarantee proceeds directly aligns with the goals of 
the 2026 -2027 Consolidated Plan. Increasing the production of affordable housing is recognized 
as a high-priority within the City’s Consolidated Plan and Housing Action Plan. In Chattanooga, 
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there is a critical deficit of rental options for extremely low-income households (those at or below 
30% AMI). According to Comprehensive Housing Affordability Strategy (CHAS) data from the 
2017-2021 ACS, there are 8,825 renter households earning no more than 30 HAMFI, yet only 
3,110 units are priced affordably for them. Consequently, a minimum of 65% of renters in this 
specific income bracket lack access to affordable housing. Furthermore, CHAS data shows that 
14,100 households earn <= 50% HAMFI, but just 12,720 units are available at affordable rates for 
this group. 
 
In the Consolidated Plan, affordable housing is identified as number one of five priority needs.  
 
Priority Need: Affordable Housing 

a. Goal: Increase/Preserve Supply of Affordable Housing (Units) 
b. Goal Outcome Indicator 

• Rental Units Constructed 
• Rental Units Rehabilitated 

       
Citizen Participation 

Citizens will be provided with reasonable notice and opportunity to comment on proposed 
amendments. This will be accomplished through notification of a public hearing in the newspaper 
with general circulation within the City and notification on the City website. These notices will be 
published at least 14 days prior to the hearing. Citizens will have not less than 30 days to make 
comments about the proposed amendment(s) prior to any amendment implementation. 
 
In order to obtain the views of residents, public agencies, and other interested parties, the City has placed 
the Substantial Amendment on public display beginning July 1, 2026, on the City’s website at the following 
address: https://chattanooga.gov/stay-informed/latest-news  
This document will be available to the public for a period of (30) days.  
 
Additionally, on Thursday, July 16, 2026, at 5:30 PM, a public hearing will be held by the City’s Housing and 
Community Investment Division to solicit comments on the proposed application and substantial 
amendment. The meeting will take place at the following location and will also be available virtually. 
 
Chattanooga Housing Authority  
801 N. Holtzclaw Avenue 
Chattanooga, TN 37404 
 
For those wishing to attend virtually, join the meeting via the following links: 
Video call link:   https://meet.google.com/muy-kgsq-dyy 
Or dial: (US) +1 262-806-3358 PIN: 112 370 112#  
More phone numbers:  https://tel.meet/muy-kgsq-dyy?pin=9151949196178 
 
Citizens wishing to submit comments outside of the public hearing may do so via e-mail to: 
Sgober@chattanooga.gov or by phone to: (423)643-7332 between the hours of 8:00 AM and 4:30 PM, 
Monday through Friday. Comments must be submitted by 4:30 PM on July 31, 2026. 
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DEPARTMENT OF ECONOMIC DEVELOPMENT 
Housing & Community Investment Division 

Chattanooga TN 37402 
  

 
The City Council authorized this application by Resolution No.32895 adopted on May 26, 2026 

 
DATE: July 1, 2026 
RE: Section 108 Loan Guarantee Financing Application 

 
The Section 108 Loan Guarantee Program (Section 108), overseen by the U.S. Department of Housing 
and Urban Development (HUD) provides Community Development Block Grant (CDBG) recipients, like 
the City of Chattanooga, with the ability to leverage their annual grant allocation to access low-cost, 
flexible financing for economic development, housing, public facility and infrastructure projects.  
 
Through Section 108, CDBG recipients can borrow up to 5 times the most recent CDBG allocation. The 
City of Chattanooga’s borrowing capacity is $7,800,250.  
 
Section 108's unique flexibility and range of applications makes it one of the most potent and important 
public investment tools that HUD offers to state and local governments for transformative affordable 
housing activities. The City is proposing to make its $7,800,250 borrowing capacity available to 
Chattanooga Housing Authority for housing development under its Faircloth Restore-Rebuild authority.  
 
In accordance with 24 CFR 570.704 and the City of Chattanooga’s Citizen Participation Plan, the City’s 
Housing & Community Investment Division (HCI) is publishing this draft application for public review and 
comment. 
 
The application is available electronically at: https://chattanooga.gov/stay-informed/latest-news. 
 A hard copy of the plan is also available at the HCI Office, 101 E. 11th Street, Suite 200. 

 
A 30-day public comment period will be provided to receive input on the Draft of this Application. This 
public comment period will begin on July 1, 2026, and comments will be accepted until July 31, 2026.  
 
A public hearing will occur on July 16, 2026, at 5:30 PM, to accept comments on the Draft Application. 
This public meeting, which will also be streamed virtually, will be held at the Chattanooga Housing 
Authority, 801 N. Holtzclaw Avenue, in the first-floor conference room.  
 
The City anticipates submitting the application to HUD on or about August 5, 2026.  

 
For further information, please contact the Housing & Community Investment at (423)643-7332 or 
HCI@chattanooga.gov
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SECTION 1: EXECUTIVE SUMMARY 
 
The City of Chattanooga is submitting this application for a $7,800,250 Section 108 Loan Guarantee 
Commitment, as authorized by 42 U.S.C. § 5308 and 24 C.F.R. Part 570, Subpart M. Established by 
the Housing and Community Development Act of 1974, the Section 108 program enables CDBG 
entitlement communities like Chattanooga to borrow against their current and future CDBG 
allocations. These loans are backed by the full faith and credit of HUD, offering flexible, low-cost 
financing for projects involving housing, infrastructure, and economic development. Currently, 
Chattanooga’s borrowing capacity—limited to five times its most recent CDBG allocation—is 
$7,800,250.  
 
Through a Designated Public Agency Agreement (DPA), the City is delegating the authority to the 
Chattanooga Housing Authority (CHA), to use its available Section 108 borrowing capacity, issue 
debt obligations, and manage the loan directly.  CHA will be responsible for the repayment, 
underwriting, and compliance requirements associated with the federally guaranteed financing. To 
meet HUD’s federal backstop requirements, the City of Chattanooga will concurrently pledge its 
CDBG grants. 
 
CHA proposes to use the loan proceeds to establish a housing loan pool to support the 
development of affordable housing projects in the CHA's Faircloth portfolio. The housing loan pool 
will provide essential gap financing for housing projects developed under the CHA’s Faircloth 
authority. 
  
The Section 108 program is a vital tool for creating transformative affordable housing. As a DPA, the 
CHA possesses the specialized expertise required to oversee the complex, multi-year initiatives 
associated with Faircloth authority. In this DPA structure, the CHA serves as the legal borrower, 
responsible for all principal, interest, fees, and costs. The CHA will sign loan agreements directly 
with HUD, securing them with project-specific collateral such as revenues or property liens. CHA 
will cover the debt project-level cash flow, CHA distributions, and developer fees. 
  
The CHA and the City will work in tandem to maintain compliance with all HUD regulations. 
Section 108 projects must comply with all CDBG rules and regulations, including cross-cutting 
federal regulations. These include environmental review, labor standards, acquisition and 
relocation, and fair housing and civil rights. 
  
This affordable housing loan pool is a key element of the Faircloth Restore-Rebuild FAIRCLOTH 
RESTORE-REBUILD program, which aims to expand housing opportunities for low- and moderate-
income residents. Following the Faircloth Authority 10-Year Portfolio Master Plan, the CHA is 
deploying 1,225 of its 1,287 units of Faircloth Authority. Competitive RFPs have been issued to 
identify qualified partners to maximize this initiative, which is critical for serving the city’s most 
vulnerable populations. 
  
 
 

DRAFT Page 10



 

 

 

1.1 Proposed Uses 
Per 24 CFR 570.703, Section 108 proceeds will be used by the CHA for the following CDBG-eligible 
activities: 

● Real property acquisition 
● Rehabilitation of private or public real property 
● Housing construction and rehabilitation eligible under CDBG 
● Installation or reconstruction of public facilities, including site improvements like sidewalks 

and streets 
● Site clearance, relocation, and related improvements 
● Payment of loan interest and public offering issuance costs 
● Debt service reserves and financing fees, including closing costs 

 

1.2 Draws 
The loan funds will be drawn by the CHA over the commitment period to support eligible CDBG 
activities, per project. To secure the commitment, the CHA will utilize project-level collateral such 
as subordinate liens, HAP contract revenue assignments, and developer fee pledges. In accordance 
with 24 C.F.R. § 570.705(b)(1), the City will also pledge its current and future CDBG funds.  

 
1.3 National Objective 

All projects funded by this loan must satisfy a CDBG national objective: meeting urgent community 
needs, eliminating slums and blight, or primarily benefiting low- and moderate-income persons. 
Every initiative under this program is intended to qualify by benefiting low- and moderate-income 
persons, LMI Housing (LMH) (24 CFR 570.208(a)(3). 
  

1.4 Consolidated Plan and Annual Action Plan Amendments 
The proposed use of the loan proceeds is in alignment with the housing strategies defined in the 
City’s 2025-2029 Consolidated Plan, the Housing Action Plan, and the CHA’s Faircloth Master Plan. 
The City will amend its 2026-2027 Annual Action Plan to incorporate the Section 108 funding and 
the CHA’s intended use of these funds.
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1.5 Section 108 Loan Summary 
 

Term Description 

Lender  U.S. Department of Housing and Urban Development (HUD) 

Borrower  Chattanooga Housing Authority (CHA), or CHA-designated project entity 

Credit Enhancement /   
Guarantor 

City of Chattanooga CDBG funds pledged pursuant to HUD Section 108 
program requirements 

Maximum Loan Amount  
Up to $7.7M per loan, provided that the aggregate amount of all outstanding 
loans does not exceed the City's then-current Section 108 capacity. 

Interest Rate  
Floating; 3-month Treasury Auction Bill plus 35 basis points pursuant to HUD 
Section 108 program 

Term  20 years from initial disbursement; no prepayment penalty 

Amortization  Fully amortizing over the 20-year loan term 

Prepayment  Permitted at any time without premium or penalty 

Repayment Sources  

• Primary: CHA share of Project Net Operating Income 
• Secondary: CHA share of project capital distributions and developer fees 
• Backstop: City CDBG pledge 

Collateral  

• Subordinate lien on project property (max 95% LTV) or assignment of 
CHA’s ground lease income and share of project distributions, plus 
DSRA, with the 95% LTV cap 

• Assignment of HAP contract revenues  
• Developer fee pledge  
• Loan agreement and promissory note, assignable to HUD 

Eligible Uses  

• Acquisition of project sites  
• Public infrastructure; site preparation  
• Rehabilitation  
• New construction via Community-Based Development  Organization 

(CBDO)  
• Any other CDBG-eligible activities 

Disbursement  
Funds drawn upon (i) receipt of HUD Field Office Determination Letter and 
(ii) completion of project-level environmental review (ER) 
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SECTION 2: AMOUNT OF SECTION 108 REQUEST  
The Chattanooga Housing Authority is requesting access to the City’s current Section 108 Loan 
Guarantee capacity of $7,800,250. Draws for individual projects will be made over the commitment 
period. CHA will draw Section 108 funds to cover CDBG-eligible pre-construction costs, including 
site acquisition and infrastructure. The Section 108 financing fee (the fee that HUD charges for loan 
disbursements under Section 108 loan guarantee commitments) will be paid for with Section 108 
loan proceeds.  
 

SECTION 3: LOAN POOL BASIS 
CHA Faircloth Authority 10-Year Portfolio Master Plan, Loan Pool, Faircloth Portfolio, 
and Metrics 
 

3.1 Faircloth Master Plan 
Under the Faircloth statute (42 U.S.C. § 1437g(g)), each public housing agency’s authorized unit 
count is capped at its public housing inventory as of October 1, 1999. For the Chattanooga Housing 
Authority (CHA), this Faircloth limit is 1,287 units. The cap serves as the baseline for measuring all 
demolition, disposition, and Rental Assistance Demonstration (RAD) conversions. CHA exercises its 
unused Faircloth authority through the Faircloth Restore-Rebuild framework, developing 1,225 
replacement units that convert under RAD to 20-year project-based Section 8 Housing Assistance 
Payment contracts at completion.  
 
The FTV program facilitates the expansion of affordable housing by providing an upfront 
guarantee of rental assistance, which helps Public Housing Authorities (PHAs) secure financing 
for new construction. By restoring subsidies lost to previous sales or demolitions, PHAs can 
utilize long-term contracts to build deeply affordable homes. 
 
Following construction or rehabilitation, units convert under RAD to 20-year project-based 
Section 8 Housing Assistance Payment (HAP) contracts. These property-tied contracts limit 
resident rent to 30% of their income and can provide payments up to 110% of the Small Area 
Fair Market Rent (SAFMR). 
 

CHA’s Faircloth limit represents a finite, non-renewable resource. The Faircloth Master Plan, 
adopted in March 2026, outlines a strategic framework for deploying CHA’s 1,287-unit authority. 
This finite resource will be systematically distributed across neighborhoods chosen for their 
opportunity characteristics to foster long-term housing choice. Implementation is supported by 
providing development financing directly to projects within the CHA Faircloth Portfolio.   
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3.2 CHA Faircloth Portfolio Loan Pool 
To provide financing for its Faircloth Portfolio via a housing loan pool, CHA will utilize Section 108 
loan funds for Year 1 Rent Augmentation in developments. Through competitive Requests for 
Proposals (RFP) and Purchase Forward transactions, CHA identified 11 specific projects for this 
portfolio. The selection was based on underwriting parameters defined in the RFP, with CHA 
employing the following primary criteria for partner vetting and project selection: 
 

● Proven expertise in HUD compliance and the management of project-based voucher 
properties 

● Sufficient financial resources to support projects from the construction phase through lease-
up 

● A demonstrated track record of providing high-quality resident services and property 
management 

● A commitment to accepting concessions focused on CHA's mission upon exit 
● Consistency with CHA's objectives for community integration, including a commitment to 

treating resident services as an essential project operating expense 
 
To facilitate Year 1 rent augmentation within its portfolio developments, CHA will use Section 108 
proceeds to acquire the project site from the project owner. The purchase price will be set by an 
independent fair market value appraisal of the site. CHA will then ground lease the site back to the 
project entity in exchange for a capitalized lease payment in the same amount. The project entity 
pays the same amount for its site cost basis that it would pay any third-party seller; the difference 
is that proceeds flow through CHA rather than to an outside party, supporting CHA’s funding of 
Year 1 contract rent augmentation. This net-zero structure preserves the integrity of the project’s 
cost basis and the authenticity of Year 1 project economics.
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3.3 CHA Faircloth Portfolio 
Complete CHA Faircloth Portfolio 

Project Geography Faircloth Units Total Units 

819 Runyan Senior Housing Redbank 199 199 

Brainerd Row E. Brainerd 131 131 

Kensington Square E. Brainerd 27 27 

Kensington Annex E. Brainerd 68 68 

MatCo/Ooltewah Ooltewah 200 350 

LDG Standifer Gap E. Brainerd 119 482 

MatCo/Northshore Red Bank 50 50 

LDG/Northgate Ph 1&2 Hixson 87 174 

MatCo/Shallowford Flats Hamilton Place 100 250 

MatCo/Jenkins Flats Hamilton Place 100 250 

DGA/Ridgeview Hixson 84 84 

Hollyhand/Clearbranch Harrison 60 60 

DGA/Hamilton Place Hamilton Place 68 96 

Totals 1,225 2,122 

3.4 Program Metrics 

Metric Target 

Total Units 1,225 Units 
Implementation Period 5 Years - 2027-2032 
Combined Augmentation Capacity (Section 108 $7.7M + CITC $10M) $17,700,000 
Estimated Total 5-year Augmentation Lending $12-15 Million 
Average Annual Production = 200 units/year 

 
The Chattanooga Housing Authority Faircloth Master Plan and the Requests for Proposals 
(Faircloth Authority Development Partnership, can be found under Attachments. 
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SECTION 4: GEOGRAPHIC SCOPE AND TARGET POPULATION 

4.1 Geographic Scope  
Section 108 proceeds will be deployed across multiple project sites within the City of Chattanooga. 
Assisted projects will be developments that have been pre-vetted and placed in CHA’s Faircloth 
portfolio.  

4.2 Target Population  
All units assisted with Section 108 proceeds will be occupied by households with incomes at or 
below 80% of Area Median Income (AMI) as defined by HUD. The proposed projects specifically 
target extremely low-income (ELI) households at or below 30% AMI, with project-based Housing 
Choice Vouchers providing rental assistance to ensure affordability at the deepest income levels. 

Current affordable housing options in Chattanooga, whether through CHA Public Housing, Section 8 
Vouchers, Housing PILOTs, or LIHTC, are primarily situated in Central Chattanooga, an area of 
general low average median income with areas of severe poverty. To maximize poverty 
deconcentration impact, CHA will prioritize sites in census tracts with poverty rates at or below 
20%. 

 

SECTION 5: DETAILS ON USING SECTION 108 PROCEEDS FOR YEAR 1 
RENT AUGMENTATION  

 
5.1 Pathways to Year 1 Rent Augmentation  

Year 1 rent augmentation is critical to project feasibility across the Faircloth portfolio. Each 
project requires bridge funding to cover the gap between HUD’s initial Notice of Anticipated 
RAD Rents (NARR)-determined contract rent and the market rent level necessary to support 
project financing during the lease-up and initial stabilization period.  

 
Section 108 and Community Investment Tax Credit (CITC) 

 CHA will deploy two financing facilities in a defined priority structure. Section 108 is the 
primary augmentation facility for projects located within Chattanooga city limits, deployed 
chronologically through eligible projects until the $7.7M cap is exhausted. The Community 
Investment Tax Credit (CITC) Augmentation Loan Program plays three distinct roles: (i) primary 
augmentation source for projects outside Chattanooga city limits, which are ineligible for 
Section 108 deployment, and (ii) capacity overflow for eligible projects once the Section 108 cap 
is reached (iii) individual projects where CITIC lending is determined otherwise advantageous 
compared to Section 108.  

Year 1 rent augmentation is to be provided primarily by loans through the HUD Section 108 
Loan Guarantee Program, under which Section 108 proceeds will fund CHA’s pre-construction 
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acquisition of project sites. CITC structured loans can serve as a backup facility for transactions 
where Section 108 is unavailable or insufficient.  
 

5.2 Using Section 108 - Three Development Models 
Within the Faircloth Portfolio, CHA will facilitate the use of Section 108 funds toward Year 1 
rent augmentation in the three development models described below.    

  
- Model A: LIHTC-Financed Development - This model utilizes federal Low-Income 

Housing Tax Credits through a three-stage ownership structure: 
Years 1–15: Limited Partnership. A Tax Credit Investor provides roughly 75% equity, 
while lenders provide 30–50% in debt. CHA provides a subordinate augmentation loan 
for Year 1 rents and maintains a General Partner role with a 25% share of cash flow and 
developer fees. 

Year 15: Purchase Option Exercise. CHA acquires the investor's interest at fair market 
value (or a nominal price if land was contributed) using refinancing or reserves. Investors 
typically exit now to avoid further compliance. 

Years 16–45: CHA 100% Ownership. CHA owns the asset outright, with cash flow 
increasing alongside inflation while debt remains fixed. By Year 45, all debt is retired.  

- Model B: Purchase Forward  - The Purchase Forward structure is a deferred acquisition 
model that eliminates CHA’s need for upfront equity capital while guaranteeing long-
term asset ownership. The general Purchase Forward structure involves private equity 
partners forming a joint venture capitalized with senior debt and partner equity 
contributions. During the operating phase, the partnership operates the property with 
CHA providing PBV subsidy and governance control. At a designated buyout point 
(typically Year 10), CHA refinances and uses net proceeds to purchase both partners’ 
equity interests at restricted appraisal valuations. CHA then owns 100% fee simple, 
capturing all cash flow growth and terminal appreciation as financing obligations 
amortize and retire. 
 

- Model C: Mixed-Income Development - Model C consists of mixed-income 
developments where CHA voucher-supported units account for about 25% of the unit 
mix, alongside LIHTC affordable and market-rate units. CHA acts as the General Partner, 
ground lessor, and HAP provider in a partnership with a private developer responsible 
for construction, financing, and operations. The ownership path avoids mandatory 
buyouts, with CHA retaining a right of first refusal or continuing as a minority owner to 
receive proportional cash flow. 

This model provides steady, predictable cash flow from Year 1 and enhances poverty 
deconcentration by distributing PBV units throughout the property. It is strategically 
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applied in high-income opportunity areas like Signal Mountain and North Shore, where 
100% affordable projects may face economic or community barriers. CHA plans to use 
Model C for approximately 25% of its pipeline units in future program years. 

A balanced portfolio combining all models creates optimal financial and operational outcomes. 
LIHTC projects provide scale and unit volume while Purchase Forward transactions provide 
deployment flexibility, faster execution, and higher per-unit returns. Mixed-Income 
Development provides increased voucher deployment flexibility and poverty deconcentration. 
The complementary cash flow profiles, with LIHTC projects generating minimal early cash flow 
but strong long-term equity and Purchase Forward generating immediate distributions, create 
portfolio-level stability across all time horizons. 
 

5.3 Mechanism for Using Section 108 Across the Models 
The primary Section 108 transmission mechanism is the same across all models: CHA 

acquires the project site with 108 sub-loan proceeds and ground leases it to the project entity (the 
LIHTC limited partnership in Model A, the IC/Standard JV in Model B; Development Limited 
Partnership entity in Model C), with the lessee paying a capitalized ground lease amount at closing 
that CHA applies to fund Year 1 contract rent augmentation through Faircloth Restore Rebuild 
pathway. In LIHTC transactions, the developer fee provides additional closing cash capacity. 

5.4 Using Tennessee Community Investment Tax Credit (CITC) Backup Loan 
(All Models)  

CHA may also obtain project-specific loans from participating Tennessee financial institutions under 
the Tennessee Community Investment Tax Credit program (T.C.A. § 67-4-2109). CITC loan proceeds 
may utilize the ground lease structure described above or may be deposited directly into CHA’s HCV 
program HAP reserve accounts to fund augmented Year 1 contract rents. The CITC backup facility is 
projected to have an aggregate cap of $10 million. In all models, CITC may cover any shortfall 
between the capitalized ground lease and augmentation amount. In all cases, CITC repayment is 
sourced exclusively from project-level revenue streams (partnership distributions, developer fee 
installments, asset management fees, and residual proceeds), at 4.5% interest with 15-year 
repayment terms. 
 

5.5 Process Section 108 and Capitalized Ground Lease with Supplemental 
Developer Fee (All Models)  

The funding for Year 1 rent augmentation is facilitated by a four-stage capital infusion method that 
remains consistent across all three development frameworks. 
 

1. Initially, CHA secures Section 108 loan funds to cover CDBG-eligible pre-construction costs, 
including site acquisition and infrastructure. 

2. Subsequently, the acquired site is ground-leased by CHA to the LIHTC limited partnership via 
a capitalized lease; the full payment required for Year 1 rent augmentation is due upon 
closing. 

3.  Next, these capitalized lease payments, supplemented by CHA’s upfront developer fee 
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where available in LIHTC transactions, are applied to fund Year 1 contract rents established 
through the Faircloth Restore-Rebuild pathway. Year 2 rents renew at that same OCAF-
adjusted level to set a permanent federal baseline. The capitalized lease structure preserves 
the integrity of the project’s cost basis and the authenticity of Year 1 project economics; no 
borrowed funds enter HCV operating accounts. Finally, CHA utilizes its portion of the 
project's net operating income to repay the Section 108 HUD loan over a period of up to 20 
years. 
 

The capitalized ground lease payment is determined by an independent fair market value 
appraisal. If this amount is insufficient for the necessary reserve deposit, the developer fee 
addresses the gap, with the CITC backup facility covering any remaining balance. 

 
5.6  Project-Based Voucher Administration 

Each Faircloth development requires project-based voucher (PBV) commitments covering up to 
100% of units. CHA must carefully manage its PBV authority to ensure adequate commitments 
are available across the 10-year pipeline, requiring annual PBV utilization planning that balances 
Faircloth projects with other CHA priorities. 
 
CHA will develop standardized PBV contract templates reflecting the Faircloth structure, 
including clear provisions on CHA’s purchase options, partner exit mechanisms, and rent 
reasonableness determinations that account for the unique mission-driven nature of these 
developments. 

6.1 Revised 5-Year Utilization Pipeline and Augmentation 

The pipeline, following, compresses CHA's 1,225-unit Faircloth authority into a five-year deployment cycle 
(2027–2031), to comply with new HUD deadlines reflected in the HUD Memo to PHAs dated May 12, 2026. 
Augmentation figures reflect explicit values from the original 10-year pipeline for 2027–2029 projects (819 
Runyan, Brainerd Row, Kensington) and a blended $8,750-per-Faircloth-unit planning assumption for 
projects not yet underwritten bottom-up; project-specific augmentation requirements will be confirmed 
against finalized PEL Estimator outputs and pro forma rents prior to draw. 
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6.2 Retention of Flexibility 
The pipeline strategy can be adjusted based on current needs, restrictions, and opportunities. 
CHA retains the ability to modify the pipeline based on the current assessments of how best to 
achieve the Master Plan objectives. 
 

6.3 Annual Production Capacity Analysis 
CHA’s augmentation capacity combines Section 108 commitment authority of $7.7 M 
supplemented by up to $10 million under the CITC backup facility. At an average augmentation 
requirement of $8,750 per unit, total portfolio augmentation is approximately $11.3 million, 
achievable primarily through Section 108-enabled ground lease and/or developer fee proceeds 
with targeted CITC backup lending for transactions where Section 108 cannot be deployed. 
Ground lease and developer fee sizing must be confirmed project-by-project to ensure 
sufficient upfront fee capacity after LIHTC investor deferral requirements and HUD fee caps are 
applied.  
 
Practical considerations require spreading production across multiple years to account for 
development timeline variability (24–36 months from closing to stabilization), staggered project 
starts to manage CHA staff capacity, THDA certification timelines for CITC loans, market 
absorption capacity in target neighborhoods, and the need to maintain a continuous pipeline to 
preserve development partner relationships. 
 

Year Project Geography Financing Model Aug. Source FC 
Units 

Cumulative Augmentation 

2027 Kensington Square E. Brainerd Purchase Forward Section 108 25  $216,000 
2027 DGA / Riella at 

Ridgeview 
Hixson LIHTC (Model A) Section 108 84  $735,000 

2027 Year 2027 Total 109 109 $951,000 
2028 819 Runyan Senior 

Housing 
Red Bank LIHTC (Model A) Section 108 199  $1,710,000 

2028 Kensington Annex E. Brainerd LIHTC (Model A) Section 108 68  $644,000 
2028 Brainerd Row E. Brainerd LIHTC (Model A) Section 108 131  $1,000,000 
2028 MatCo / Northshore Red Bank LIHTC (Model A) CITC 50  $440,000 
2028 Year 2028 Total 448 557 $3,79,000 
2029 MatCo / Ooltewah Ooltewah LIHTC (Model A) CITC 200  $1,750,000 
2029 LDG / Northgate Ph 1 & 

2 
Hixson Mixed-Income 

(Model C) 
CITC 87  $760,000 

2029 Hollyhand / 
Clearbranch 
Townhomes 

Harrison LIHTC (Model A) Section 108 60  $530,000 

2029 Year 2029 Total 347 904 $3,040,000 
2030 MatCo / Shallowford 

Flats 
Hamilton Place LIHTC (Model A) Section 108 100  $1,750,000 

2030 MatCo/Jenkins Flats Hamilton Place LIHTC (Model A) Section 108 100  $600,000 
2030 Year 2030 Total 200 1,104 $2,350,000 
2031 LDG / Standifer Gap Ph 

1 & 2 
E. Brainerd Mixed-Income 

(Model C) 
CITC 121  $1,040,000 

2031 Year 2031 Total 121 1225 $1,040,000 
Pipeline Grand Total (all sources) 1225 1225 $11,175,000 

  of which: Section 108 —  $7,185,000 
  of which: CITC —  $3,990,000 
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The baseline accelerated 5-year schedule deploys Section 108 and backup CITC loan capacity 
across 4–5 projects per year, with project sizes ranging from 100 to 200 units. This produces an 
average annual production of approximately 200 units, completing the 1,2225-unit program in 
five years while maintaining steady development momentum. Each project’s augmentation loan 
will be individually underwritten, certified by THDA (if CITC-sourced), and approved by the 
Board through a project-specific resolution as required by the CITC Program resolution. 
 

SECTION 7: UNDERWRITING STANDARDS 
 
Individual projects will be submitted for Field Office Determination Letters before draws are 
processed.  CHA will evaluate the suitability of the use of Section 108 funds in a specific way for a 
specific project. The process will ensure that projects are financially viable, projecting sufficient 
cash flow to support repayment; that development teams have the capacity and experience 
necessary to deliver them; and that projects are sufficiently collateralized to reduce risk to the City 
and HUD. CHA’s underwriting processes will ensure: 

● Project costs are reasonable 
● All financing is committed – public funds will not be wasted on a project not implemented 
● The Section 108 funds are essential to the project, not substituting for private financing 
● The project is financially feasible – the anticipated public benefits will materialize 
● Return on equity is reasonable – the minimum amount of public funds is being invested and 
● Section 108 funds are disbursed on a pro rata basis – not before other financing sources, as 

necessary. 
 
Each individual project in the portfolio, for which funding is drawn, must satisfy the following 
minimum underwriting criteria: 
Parameter Requirement 

National Objective LMI Housing: 100% of units occupied at or below 80% AMI 

Loan-to-Value Not to exceed 95%  

DSCR 1.15x or better on stabilized cash flows 

Eligible Activities Acquisition, infrastructure, site prep, rehab, CBDO new 
construction 

Environmental Review Completed Part 58 ER with published RROF before draw 

Davis-Bacon Prevailing wage compliance for all construction 

Location Located within Chattanooga City Limits 
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SECTION 8: SOURCES AND USES 
 
Individual project financing is dependent upon the project.  
 
Sources  
Section 108 $7,800,250 
Other sources: Tennessee Community Investment Tax Credit (CITC) $10,000,000 
  
Uses  
Individual Portfolio Projects – Augmentation Lending 17,800,250 

 
 

SECTION 9: COLLATERAL  
 

● Primary Security (The Designated Agency): The designated agency must pledge project-
specific collateral to secure the loan. This typically includes property liens, mortgage 
agreements, or tax increment financing (TIF) revenues generated by the project. 

● Secondary Security (The Public Entity): Because HUD requires a federal backstop, the parent 
public entity, the City, must concurrently pledge its current and future CDBG grant  

In addition to the mandatory CDBG pledge, the following additional collateral for the Section 108 
obligation: 

● Project-Level Lien. The CHA, as assignee, will hold a [subordinate] mortgage or deed of trust 
on each project site and improvements financed with Section 108 proceeds or equivalent 
collateral position structure in other proceeds. Lien position: [subordinate to senior 
construction/permanent lender]. Loan-to-value ratio: not to exceed 95% of appraised value, 
accounting for all debt in the capital stack. 

● Debt Service Reserve Account (DSRA). A debt service reserve account will be established 
and funded in an amount equal to [6 / 12] months of projected debt service on the Section 
108 sub-loan. The DSRA will be funded from [construction loan proceeds/partner 
equity/loan proceeds] at or before the first fund advance for each project. 

● Assignment of HAP/PBRA Contract Revenues. CHA will assign its right to receive Housing 
Assistance Payments (HAP) under its Project-Based Voucher (PBV) or Project-Based Rental 
Assistance (PBRA) contracts with HUD for each project as additional security. HAP contract 
revenues are among the most credit-worthy revenue streams in affordable housing and 
provide a stable, federally funded repayment source. 

● Developer Fee Pledge. CHA (or its development affiliate) will pledge deferred developer fees 
from each project as additional subordinate security. Developer fee pledge is subordinate to 
LIHTC investor rights.] 
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SECTION 10: DESCRIPTION OF COMPLIANCE WITH ELIGIBLE 
ACTIVITIES AND NATIONAL OBJECTIVE  

10.1 Meeting National Objective 

100% of assisted units will be occupied by households with incomes at or below 80% AMI. For 
the purpose of documenting eligibility, all projects will fall under the Benefit low- and moderate-
income persons National Objective - LMH. To achieve this objective, the City will ensure at least 
70 percent of CDBG funds, including Section 108 loans, are utilized to benefit low- and moderate-
income persons (LMI) through housing.  

 

10.2 Eligibility 
CDBG Eligible Activities.  

Each of the projects to be assisted will be eligible under 24 CFR 570.703. Because this application 
is for a loan pool, the individual projects will qualify under several eligible activities that align with 
the project model outlined in Section III, including:  

● Acquisition of improved or unimproved real property (570.703(a))  

● Rehabilitation of real property owned or acquired by the public entity or its designated 
public agency (570.703(d))  

● Payment of interest on obligations guaranteed under this subpart (570.703(c))  

● Relocation payments and other relocation assistance (570.703(d))  

● Clearance, demolition, removal, and remediation of buildings and improvements 
(570.703(e))  

● Site preparation and installation of public and other site improvements (570.703(f))  

● Payment of issuance, underwriting, servicing and other costs associated with private 
sector financing (570.703(g))  

● Housing rehabilitation eligible under 570.202 (570.703(h))  

● Eligible economic development activities under 570.203 and 570.204 (570.703(i))  

● Construction of housing by non-profit organizations for homeownership (570.703(j))  

● Debt service reserves (570.703(k))  

● Payment of Section 108 loan fees charged by HUD pursuant to 570.712 (570.703(n))  
 

SECTION 11: NEED AND CONSISTENCY WITH CONSOLIDATED PLAN  
Like many cities across the country, Chattanooga is facing an affordable housing crisis. Housing 
supply has not kept pace with the city’s economic and population growth, leading to a new and 
growing affordability problem. Rents are rising faster than incomes for most households. 
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Furthermore, the system to provide affordable homes is constrained by limited public funding, 
state law, and a lack of regional partners. 
 
This loan pool will serve as a crucial mechanism for increasing the availability of essential 
affordable housing in Chattanooga by adding over 1,200 new, affordable units in the 
community that specifically benefit the city's most vulnerable residents.  
 
The proposed use of the Section 108 Loan Guarantee proceeds directly aligns with the goals of 
the 2026 -2027 Consolidated Plan, allows for the City to address strategies outlined in the 
Housing Action Plan and most importantly, supports the development of approximately 1,200 
units of affordable housing within the city limits of Chattanooga through CHA’s Faircloth Master 
Plan. 
 
The Faircloth Plan focuses on preserving and constructing affordable housing, reducing barriers 
to increasing housing supply, and simplifying processes that connect affordable housing to 
residents. A key element of the Faircloth Plan is leveraging new federal funding sources that will 
improve housing quality and long-term viability of the City’s housing stock. 
 
The Faircloth Master will advance the City’s goals of affordable housing production and the creation 
and stabilization of healthy mixed-income communities with a rich array of amenities and strong 
local economies. The program will also align with the overarching goals of the CDBG program to 
provide benefit to low- and moderate- income persons, aligned with the Low-Moderate Income 
(LMI) Benefit National Objective (24 CFR 570.208(a)(3). 

 

11.1  2025 – 2029 Consolidated Plan Affordable Housing Priority 
Increasing the production of affordable housing is recognized as a high-priority within the City’s 
Consolidated Plan and Housing Action Plan. In Chattanooga, there is a critical deficit of rental 
options for extremely low-income households (those at or below 30% AMI). According to 
Comprehensive Housing Affordability Strategy (CHAS) data from the 2017-2021 ACS, there are 
8,825 renter households earning no more than 30 HAMFI, yet only 3,110 units are priced affordably 
for them. Consequently, a minimum of 65% of renters in this specific income bracket lack access to 
affordable housing. Furthermore, CHAS data shows that 14,100 households earn <= 50% HAMFI, 
but just 12,720 units are available at affordable rates for this group. 

In the Consolidated Plan, affordable housing is identified as number one of five priority needs.  
Priority Need: Affordable Housing 

a. Goal: Increase/Preserve Supply of Affordable Housing (Units) 
• Goal Outcome Indicator 

• Rental Units Constructed 
• Rental Units Rehabilitated 
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11.2 Chattanooga Housing Action Plan 
Released in 2023, the City’s Housing Action Plan (HAP) was instrumental in shaping the objectives 
and requirements outlined in the 2025 – 2029 Consolidated Plan. As a comprehensive toolkit of 
programs and policies, the HAP was designed to tackle the affordable housing obstacles facing 
Chattanooga. It promotes the administration’s five primary housing affordability targets, with two 
specifically aligning with this application: 
 

1. Build the Housing Ecosystem – through building/expanding the City’s capacity and the 
capacity of its partners to a scale equal to the challenges it faces to successfully run housing 
programs and scale impact. Recommendations to achieve this include:  
a. Fully fund and strategically use Chattanooga’s Housing Trust Fund (HTF).  
b. Adopt a new public land disposition policy and process.  
c. Update local tax increment financing (TIF) policy to include housing affordability 

requirements.  
d. Revise zoning regulations and development approval processes. 5. Scale up City staffing 

capacity to align with existing and new housing programs.  
e. Strengthen partners such as local developers, lenders, philanthropies, and nonprofit 

organizations 
 

2. Increase the Number of Affordable, Quality, Rental Homes – through funding and policy 
support to increase the development of new affordable rental homes and preserve those that 
already exist. Recommendations to achieve this include:  
a. Support LIHTC development by providing gap financing, engaging with the state, and 

streamlining local approvals.  
b. Reform the PILOT program to increase citywide affordable housing supply.  
c. Launch Revolving Loan Fund (RLF) to provide acquisition and long-term financing to 

preserve existing affordable rental homes. 
 

11.3 CHA’s Faircloth Authority 10-Year Portfolio Master Plan  
The opportunity for PHA’s to use their Faircloth authority is a key tool for communities that need 
more rent-assisted housing. It is ideal for affordable housing developers with experience in federal 
funding programs. The gap financing is particularly attractive for LIHTC deals. With early-stage RAD 
conversions approvals, lenders and investors will have the revenue certainty through familiar 
Section 8 HAP contracts to underwrite the construction of these projects. 
 
To establish a comprehensive framework for strategically deploying the 1,287 units of Faircloth 
authority, CHA created the Faircloth Master Plan with the following primary objectives:   
 
1. Poverty Deconcentration: Target developments in neighborhoods with average to 
above-average Area Median Income (AMI), providing housing choice voucher holders 
access to opportunity-rich communities with strong schools, employment centers, and 
amenities. 
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2. Financial Sustainability: Utilize private partnership models that minimize CHA capital 
requirements while maintaining long-term portfolio control through purchase options and 
conversion rights. 
3. Portfolio Diversification: Balance LIHTC-financed new construction with non-LIHTC 
projects, creating flexibility in unit mix, income targeting, and geographic distribution. 
4. Strategic Complement to Place-Based Initiatives: Provide geographic opportunity 
options that complement CHA’s intensive place-based revitalization work, offering 
families choices between remaining in transformed neighborhoods or accessing new 
communities. 
5. Population Diversification: Allocate approximately 15% of the Faircloth authority to senior 
housing (age 62+), addressing the acute shortage of affordable senior housing in 
opportunity neighborhoods while preserving the program’s primary orientation toward 
family multifamily housing that maximizes child-focused poverty deconcentration 
outcomes. 
 
Current affordable housing options in Chattanooga, whether through CHA Public Housing, Section 8 
Vouchers, Housing PILOTS, or LIHTCs, are primarily situated in Central Chattanooga, an area of 
general low average median income with areas of severe poverty. To maximize poverty 
deconcentration impact, CHA will prioritize sites in census tracts with poverty rates at or below 
20%. 
 

SECTION 12: INFORMATION ON ORGANIZATIONAL ARRANGEMENTS 
 

12.1 City of Chattanooga (Grantee) 
As a longtime entitlement jurisdiction, the City of Chattanooga has significant experience with 
federal funding requirements, including but not limited to CDBG eligibility, Davis-Bacon, NEPA 
Environmental Review, Section 3, Uniform Relocation Act, Build America Buy America, and the 
administrative and financial requirements of 2 CFR 200.  
 
Governed by the Designated Public Agency (DPA) Agreement, the City will act as the Grantee and 
public entity, extending its $7,800,250 Section 108 borrowing capacity to the Chattanooga Housing 
Authority (CHA), which serves as the direct borrower and debt issuer.  
 
As the direct borrower, CHA carries the primary responsibility for federal compliance. However, 
because the City remains the primary grantor to HUD, the City will work in tandem with CHA to 
ensure compliance with all HUD regulations is maintained, including cross-cutting federal 
regulations such as environmental review, labor standards, acquisition and relocation, and fair 
housing and civil rights. The DPA agreement will specifically outline the roles and responsibilities of 
each entity. 
 
Using information provided by CHA, the City will report on the loan activities, accomplishments, 
and outcomes in its Annual Action Plan and Consolidated Annual Performance Evaluation Report 
(CAPER) through HUD’s IDIS.  
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Environment Review Requirement: The City of Chattanooga, as the responsible entity under 24 
C.F.R. Part 58 is responsible for this process. CHA will maintain necessary contact with the City to 
ensure this requirement is properly adhered to and that no project funds are committed or spent 
until the review is complete and a release of funds is authorized.  The City will obtain an 
Authorization to Use Grant Funds prior to the initial advance of funds. 
 

12.2 The Chattanooga Housing Authority 
The CHA possesses the specialized expertise required to oversee the complex, multi-year initiatives 
associated with Faircloth authority and adhering to applicable federal, state, and local regulations. 
The CHA as an agency, operates over 2,700 units of affordable rental housing and administers over 
4,000 Housing Choice Vouchers in the Chattanooga area. The organization has an experienced 
construction and capital projects team, which is continuously engaged in delivering renovation 
projects for its sites, utilizing multiple grant sources, many of them federal. CHA’s team has 
experience going back to the early 2000’s in working with outside developers on major 
neighborhood redevelopments. 
 
CHA will be responsible for all costs, principal payments, interest, fees, etc. associated with the 
loan. The CHA will sign loan agreements directly with HUD, securing them with project-specific 
collateral such as revenues or property liens. To meet HUD’s federal backstop requirements, the 
City of Chattanooga will concurrently pledge its CDBG grants. As the direct borrower, CHA will 
negotiate and execute loan documents, promissory notes, and repayment schedules with HUD.   
 
Successful execution of the 10-year master plan requires dedicated staff capacity, clear decision-
making protocols, and ongoing Board oversight. CHA will establish a Faircloth Development 
Committee with quarterly reporting requirements to the full Board. A City staff member will serve 
on the committee. 
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SECTION 13: PROPOSED REPAYMENT SCHEDULE 
The maximum repayment period for a Section 108 loan is 20 years. HUD has the ability to 
structure the principal amortization to match the needs of the project and borrower, including 
periods of interest-only payments. This repayment schedule is for illustrative purposes only. The 
actual repayment schedule will depend on the interim and permanent interest rates and the 
number/timing of projects assisted.1  

Total Loan Authority $7,800,250 

Year Principal Repayment 

1 $390,013 

2 $390,013 

3 $390,013 

4 $390,013 

5 $390,013 

6 $390,013 

7 $390,013 

8 $390,013 

9 $390,013 

10 $390,013 

11 $390,013 

12 $390,013 

13 $390,013 

14 $390,013 

15 $390,013 

16 $390,013 

17 $390,013 

18 $390,013 

19 $390,013 

20 $390,013 

 
1 The level- principal repayment shown here assumes a single full disbursement at Year 0  amortized in equal principal installments 
over 20  years. In practice, draws will be staggered project- by- project across the five- year pipeline, and a true amortization 
schedule would not produce a level principal year after year.  Actual debt service will reflect the timing of project draws and the 
prevailing 3- month T- Bill plus 35 bps rate at each draw. 
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SECTION 14: EXPECTED SOURCES OF REPAYMENT AND LOAN FEE 

 CHA will service the Section 108 loan from CHA’s share of project revenue streams, including 
partnership distributions, ground lease income, asset management fees, developer fee 
installments, and residual proceeds, over a period of up to 20 years. The CDBG pledge serves as a 
federal backstop and is not a programmatic repayment source. The Section 108 financing fee will 
be paid from Section 108 loan proceeds. 

SECTION 15: CONTACT INFORMATION 
For any questions regarding this Section 108 Loan Guarantee Application, please contact: 
City of Chattanooga 
Department of Economic Development 
c/o Sandra Gober, HCI Director 
101 E 11th Street, Suite 200 
Chattanooga, TN 37402 
Tel: (423) 643-7332 
Fax: (423)643-7341 
sgober@chattanooga.gov 

SECTION 16: CERTIFICATIONS  
(Certifications - to be attached for final application) 

ATTACHMENTS 
1. Chattanooga Housing Authority Faircloth Master Plan
2. Chattanooga Housing Authority Request for Proposals (Faircloth

Authority Development Partnership) 
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ATTACHMENTS

1. Chattanooga Housing Authority Faircloth Master Plan - Pages 31-54
2. Chattanooga Housing Authority Request for Proposals (Faircloth Authority 

Development Partneship) - Pages 55-74
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CHATTANOOGA HOUSING AUTHORITY

FAIRCLOTH MASTER PLAN
Portfolio Wide Plan

Strategic Deployment of 1,287 Units
Poverty Deconcentration Through Public/Private Partnership Model

Prepared: March 2026 

ATTACHMENT 1
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1 PROGRAM OVERVIEW AND CONTEXT 

This Faircloth Master Plan establishes a comprehensive framework for the Chattanooga 
Housing Authority (CHA) to strategically deploy 1,287 units of Faircloth authority. The first two 
anchor transactions are separate Purchase Forward acquisitions of the Kensington Square 
Townhomes (95 units) (“Kensington”) located at 1101 Kinsey Drive and the Brainerd Row 
Townhomes (125 units) (“Brainerd Row”) located at 7453 E. Brainerd Road, each structured as 
an independent Purchase Forward transaction. 

Kensington may close in two phases depending on unit delivery timelines: approximately 50 
units closing in 2026 for delivery beginning January 1, 2027, and the remaining 45 units closing 
in 2027 for delivery in 2028. Brainerd Row (125 units) is expected to close in 2027 for delivery 
beginning January 1, 2028. The third Anchor Project is the 819 Runyan Senior Housing 
Development (199 units) (“819 Runyan”) located at 819 Runyan Drive, which will begin 
construction in summer 2026 and deliver for lease-up beginning January 1, 2029. Collectively, 
these three projects are referred to as the “Anchor Projects.” 

1.1  The Case for Poverty Deconcentration 

For decades, federal housing policy concentrated low-income families in geographically isolated 
neighborhoods, creating and reinforcing patterns of poverty that persist across generations. The 
consequences of this concentration are well-documented: children growing up in high-poverty 
neighborhoods experience worse educational outcomes, reduced earnings in adulthood, higher 
rates of incarceration, and shorter life expectancies compared to similar children in lower-
poverty areas. These disparities exist not because of individual characteristics but because 
neighborhoods themselves shape opportunity. 

Research from the Moving to Opportunity demonstration showed that when families with 
housing vouchers move to lower-poverty neighborhoods, children experience significant long-
term benefits. Children who moved to opportunity neighborhoods before age 13 earned 31% 
more as adults ($3,477 more per year in their mid-twenties) and were 16% more likely to attend 
college (Chetty, Hendren & Katz, 2016).1 

Current affordable housing options in Chattanooga, whether through CHA Public Housing, 
Section 8 Vouchers, Housing PILOTs, or LIHTC,are primarily situated in Central Chattanooga, 
an area of general low average median income with areas of severe poverty.2 To maximize 
poverty deconcentration impact, CHA will prioritize sites in census tracts with poverty rates at or 
below 20%. 

DRAFT Page 33



Page 4 of 24 

Poverty deconcentration is not about abandoning distressed neighborhoods.  CHA remains 
deeply committed to place-based revitalization through its One Westside and planned One 
Eastside initiatives (see Section 2.3). Rather, deconcentration is about expanding choice. 
Families should be able to choose whether to remain in revitalized central city neighborhoods or 
to access opportunity in suburban communities. Without intentional siting of affordable housing 
in higher-income areas, that choice does not exist; market forces alone will not produce 
affordable housing where opportunity is greatest. 

1.2  Faircloth Authority Explained 

The Faircloth-to-Voucher (FTV) program, established under 24 CFR § 982.102(d), allows public 
housing agencies to project-base a limited number of vouchers to units owned by the PHA itself 
or by an affiliate entity. This authority is capped at the number of public housing units the 
agency owned on October 1, 1999 (the ‘Faircloth limit’). CHA’s Faircloth limit is 1,287 units, 
representing the baseline from which all subsequent public housing demolition, disposition, and 
RAD conversions are measured. All of CHA’s Faircloth authority is available for deployment as 
part of this Faircloth Master Plan. 

1.3  Primary Objectives 

1. Poverty Deconcentration: Target developments in neighborhoods with average to
above-average Area Median Income (AMI), providing housing choice voucher holders
access to opportunity-rich communities with strong schools, employment centers, and
amenities.

2. Financial Sustainability: Utilize private partnership models that minimize CHA capital
requirements while maintaining long-term portfolio control through purchase options and
conversion rights.

3. Portfolio Diversification: Balance LIHTC-financed new construction with non-LIHTC
projects, creating flexibility in unit mix, income targeting, and geographic distribution.

4. Strategic Complement to Place-Based Initiatives: Provide geographic opportunity
options that complement CHA’s intensive place-based revitalization work, offering
families choice between remaining in transformed neighborhoods or accessing new
communities.

5. Population Diversification: Allocate approximately 15% of Faircloth authority to senior
housing (age 62+), addressing the acute shortage of affordable senior housing in
opportunity neighborhoods while preserving the program’s primary orientation toward
family multifamily housing that maximizes child-focused poverty deconcentration
outcomes.
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1.4  Strategic Framework 

Faircloth-to-Voucher authority provides a unique mechanism for poverty deconcentration that 
addresses limitations inherent in other affordable housing tools: 

Tool Limitation for Deconcentration Faircloth Advantage 

Tradiional Vouchers  Landlords in high-opportunity areas 
often refuse to accept; insufficient 
supply 

Creates dedicated supply in target 
neighborhoods; landlord 
acceptance guaranteed 

LIHTwithout PHA)  Developer selects sites based on tax 
credit competitiveness; often targets 
already-affordable areas 

CHA directs site selection to 
specific opportunity neighborhoods 

Publi Housing 
(tradiional)  

Faircloth restriction prevents new 
construction; existing sites are in high-
poverty areas 

Faircloth authority specifically 
exempts deconcentration from the 
construction ban 

RADonversion  Requires existing public housing to 
convert; limited to place-based 
transformation 

Not tied to existing sites; enables 
geographic mobility strategy 

The program leverages public/private partnerships using either Low-Income Housing Tax Credit 
(LIHTC) financing or direct financing models such as Purchase Forward transactions. Year 1 
rent augmentation is provided primarily by loans from the City of Chattanooga through the HUD 
Section 108 Loan Guarantee Program, under which Section 108 proceeds fund CHA’s pre-
construction acquisition of project sites.  CITC structured loans can serve as a backup facility for 
transactions where Section 108 is unavailable or insufficient.   In general, CHA ground leases 
each site to the project partnership, with the lessee paying a capitalized ground lease amount at 
closing in the full amount required for CHA’s HAP reserves to fund Year 1 projected rent 
income. This capitalized ground lease mechanism is the primary Section 108 transmission 
structure across both LIHTC and Purchase Forward transactions. In LIHTC transactions, the 
developer fee provides supplemental capacity.  

This partnership structure allows CHA to control development at a scale far exceeding what it 
could finance directly: CHA invests zero cash equity and bears no construction, lease-up, or 
operating risk, while private partners provide all development capital in exchange for market-
rate returns during a 10- to 15-year hold period. CHA secures ownership rights of up to 100% of 
the project that vest at Year 10 (Purchase Forward) or Year 15 (LIHTC), creating permanent 
affordable housing assets at a fraction of replacement cost. The detailed partnership models 
and CHA’s risk profile are presented in Section 4.6. 

This Faircloth strategy complements rather than competes with CHA’s place-based revitalization 
at College Hill Courts and East Lake Courts, which use separate financing mechanisms (RAD, 
Choice Neighborhoods, LIHTC) to serve a distinct but related mission. Section 2.3 provides the 
detailed strategic rationale for this complementary approach. 

CHA’s Faircloth limit of 1,287 units represents a finite, non-renewable resource. This Master 
Plan proposes a systematically planned deployment of that authority in neighborhoods 
intentionally selected for their opportunity characteristics for a transformation of housing choice 
that will reverberate across generations. 
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1.5  Key Program Metrics 

Metric Target 

Total Units 1,287 units 

Implementation Period 2026–2036 (10 years) 

Combined Augmentation Capacity (Section 108 
~$7.7M + CITC $10M) 

$17,700,000 

Est. Total 10Y Augmentation Lending $12–15 million 

Average Annual Production ≈130 units/year 

1.6  Geographic Allocation Summary 

Target Market Total Units % of Total Remaining to Deploy 

Northshore (374  50 4% 50 

East Brainerd/amilton Place 
(37421) 

325 25% 105 

Southside TIFistrict (37408)  25 2% 25 

Hixson (37343) 200 16% 200 

Red Bank (373437405)  199 15% 0 

Reserve/Emerng  213 17% 213 

Signal Mountai37337)  75 6% 75 

Ooltewah/Colledale (37377)  200 15% 200 

TOTAL 1,287 100% 8683 
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2  MARKET ANALYSIS: TARGET AREAS FOR DECONCENTRATION 

2.1  Income Geography of Chattanooga 

The following analysis identifies target areas based on median household income data from the 
2023 American Community Survey 5-Year Estimates as a proxy for identifying low-poverty 
neighborhoods:4 

Geographic Area Median HH Income Vs. County Target Priority 

East Brainerd (3742  $79,958 +10.2% HIGH 

Ooltewah/Collegede 
(37363) 

$94,873 +30.7% HIGH 

Southside TIF (37  $91,000 +25.4% HIGH 

Red Bank (37343/7405)  $83,896 +15.6% HIGH 

Hixson (37343) $79,177 +9.1% HIGH 

North Chattanooga (7405)  $77,850 +7.3% MEDIUM-HIGH 

Signal Mountain (37  $115,959 +59.8% MEDIUM-HIGH 

Hamilton County 
(countywide) 

$72,568 Baseline REFERENCE 

Chattanooga (citywde)  $61,028 –15.9% REFERENCE 

Northwest Chattana 
(37415) 

$67,027 –7.6% LOW 

East Ridge (37412) $56,600 –22.0% LOW 

Brainerd (37411) $50,180 –30.9% AVOID 

Central Chattanoo37406)  $42,993 –40.8% AVOID 

2.2  Primary Target Markets 

2.2.1  East Brainerd/Hamilton Place Corridor (37421) 
The East Brainerd area represents the highest-priority target for Faircloth development. With 
median household income 31% above the city median and 10% above the county median, this 
area combines strong schools, suburban housing stock, proximity to retail and employment 
centers, and excellent highway access via I-75. The area is experiencing continued residential 
growth and offers both multifamily acquisition opportunities and development sites. 

Recommended allocation: 325 units (25% of total), of which 125 will be used for Brainerd Row 
and 95 for Kensington, leaving 105 units (8% of total) to deploy. 

DRAFT Page 37



Page 8 of 24 

2.2.2  Ooltewah/Collegedale Area (37363) 
This eastern suburban market has the highest median income among target areas, at $94,873, 
55% above the city median. The area is highly family-oriented with award-winning schools, 
extensive parks and greenways, and a strong sense of community. Development opportunities 
may be more limited and land costs higher, but the area provides maximum poverty 
deconcentration impact. 

Recommended allocation: 200 units (15% of total). 

2.2.3  Southside TIF (37408) 
Downtown Chattanooga’s revitalized Southside district offers a median household income of 
$91,000, 25.4% above the Hamilton County median. This dense, walkable neighborhood 
attracts young professionals with high educational attainment and provides exceptional transit 
connectivity and employment access. Care must be taken in deployment given the proximity to 
below-average-income zip codes and existing affordable housing development in order to avoid 
poverty concentration. That said, CHA believes there are resident opportunities in this 
geographic area. 

Recommended allocation: 25 units (2% of total). 

2.2.4  Red Bank (37343/37405) 
Red Bank offers the highest median household income among northern corridor suburbs at 
$83,896, 15.6% above the Hamilton County median. This established community along the 
Tennessee River provides strong suburban amenities, quality schools, and convenient access 
to downtown Chattanooga. The senior housing rationale for this allocation is detailed in Section 
2.2.9. 

Recommended allocation: 199 units (15% of total) deployed through the 819 Runyan Drive 
senior housing project. This area will also receive strong consideration for deployment of 
Reserve vouchers. 

2.2.5  Hixson (37343) 
Hixson, located north of Chattanooga along Highway 153, offers a median household income of 
$79,177, 9.1% above the Hamilton County median. This suburban community provides strong 
schools, established neighborhoods, and convenient access to both downtown and the northern 
employment corridor, with ongoing infrastructure improvements along the Highway 153 corridor. 

Recommended allocation: 200 units (16% of total). 

2.2.6  Signal Mountain 
Signal Mountain represents the highest-income opportunity area with a median household 
income of $115,959, 59.8% above the Hamilton County median. Development opportunities are 
constrained by limited available land, strict zoning controls, and high property values—but these 
same factors create an exceptionally stable market with strong long-term appreciation. 

Recommended allocation: 75 units (6% of total). 
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2.2.7  North Shore/Riverfront 
The North Shore area represents a walkable, mixed-income urban environment with direct 
access to downtown employment and amenities. Opportunities are likely limited to smaller infill 
projects or partnership opportunities with existing developments. 

Recommended allocation: 50 units (4% of total). 

2.2.8  Reserve/Emerging Markets 
The remaining 213 units should be held in strategic reserve for emerging opportunities in areas 
experiencing income growth or gentrification pressure. This include, in addition to the previously 
identified target areas,  portions of East Ridge (transitioning upward), emerging corridors along 
Lee Highway and Broad Street, and potential partnership opportunities in the Lookout Mountain 
community. 

Recommended allocation: 213 units (17% of total). 

2.2.9  Senior Housing Component: Strategic Rationale for 15% Portfolio Allocation 
The Master Plan allocates approximately 15% of total Faircloth authority, 199 units, to senior 
housing (age 62+), deployed through 819 Runyan. While the portfolio is predominantly family 
housing, the inclusion of a dedicated senior component reflects deliberate strategic 
considerations: 

• Demographic Imperative. Hamilton County’s population aged 62 and older is growing
at approximately twice the rate of the general population, and seniors on fixed incomes
are disproportionately housing cost-burdened. Chattanooga’s existing affordable senior
housing supply is concentrated in central city neighborhoods lacking the amenities and
healthcare access available in suburban opportunity areas.

• Portfolio Diversification. By including a meaningful senior component, CHA ensures its
Faircloth portfolio serves the full continuum of voucher-eligible populations, aligning with
HUD’s expectation that housing authorities address the needs of multiple demographic
groups.

• Calibration at 15%. This allocation is large enough to meaningfully address the senior
affordable housing gap in opportunity neighborhoods, yet limited enough to preserve the
program’s primary orientation toward family housing, the housing type that produces
maximum poverty deconcentration benefit through children’s exposure to opportunity
neighborhoods. The remaining 85% (1,088 units) is reserved for family-oriented
multifamily development.
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2.3  Other Central City Areas: Addressed Through Complementary Place-Based 
Initiatives 

This Faircloth Master Plan intentionally excludes central city neighborhoods from the poverty 
deconcentration strategy. These areas are being addressed through separate, comprehensive 
place-based revitalization initiatives that utilize different financing mechanisms and serve 
complementary but distinct strategic purposes. 

Initiative Location Status Primary Financing 

College Hll Courts / One 
Westside 

West of CBD Ongoing RAD, Choice Neighborhoods, LIHTC 

East Lakourts / One 
Eastside 

East of CBD Planning RAD, Choice Neighborhoods, LIHTC 
(planned) 

The College Hill Courts transformation combines demolition and reconstruction of obsolete 
public housing with mixed-income development, commercial space activation, and enhanced 
connectivity to the Central Business District. The planned East Lake Courts redevelopment will 
extend this place-based model to the southeast quadrant, addressing housing quality and 
broader neighborhood connectivity. Together, these initiatives ensure that central city 
neighborhoods historically characterized by concentrated public housing are fundamentally 
transformed. 

The decision to exclude central city from Faircloth deployment reflects four strategic 
considerations: 

1. Poverty Deconcentration Objectives. The primary purpose of this Master Plan is to
provide voucher holders access to low-poverty, opportunity-rich neighborhoods. Central
city areas do not currently meet the income criteria established for poverty
deconcentration.

2. Adequate Alternative Financing. Central city revitalization benefits from RAD
conversion, Choice Neighborhoods grants, and TIF mechanisms, tools specifically
designed for place-based transformation and not available for suburban
deconcentration.

3. Preventing Re-Concentration. Adding Faircloth units in neighborhoods that historically
contained large public housing developments would risk perpetuating the concentration
this Master Plan seeks to address, even in improving neighborhoods. The College Hill
and East Lake transformations are premised on creating mixed-income communities.

4. Maximizing Portfolio Diversity. By reserving Faircloth authority for suburban and
higher-income urban neighborhoods while addressing central city needs through
separate initiatives, CHA creates a balanced portfolio serving the full spectrum of
resident preferences.
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3  10-YEAR BASELINE UTILIZATION PIPELINE 

3.1  Production Pipeline Baseline by Calendar Year 

The following pipeline baseline reflects the year in which projects come online and require HAP 
augmentation funding. Kensington and Brainerd Row are structured as two separate Purchase 
Forward transactions. Kensington may close in two phases: approximately 50 units closing in 
2026 for delivery beginning January 1, 2027, and the remaining 45 units closing in 2027 for 
delivery in 2028. Brainerd Row is expected to close in 2027 for delivery beginning January 1, 
2028. The 819 Runyan Senior Housing Development will begin construction in summer 2026 
and deliver in 2029. 

Year Project(s) Financing 
Model 

Units Cum  Augmentation 
($M) 

Target Area 

2027 Kensington (Phase 
1) 

Purchase 
Forward 

50 50 $0.43 E. Brainerd

2028 Brainerd Row; 
Kensington (Phase 
2) 

Purchase 
Forward 

170 220 $1.49 E. Brainerd

2029 819 Runyan LIHTC 199 419 $1.71 Red Bank 

2030 Projects 5–6 130 549 $1.13 TIF/E. Brainerd 

2031 Projects 7–8 100 649 $0.88 Ooltewah 

2032 Projects 9–10 100 749 $0.88 Ooltewah 

2033 Projects 11–12 100 849 $0.88 Hixson 

2034 Projects 13–14 100 949 $0.88 Hixson 

2035 Projects 15–16 125 1,074 $1.09 N. Shore/Sig. Mtn

2036 Projects 17–18 213 1,287 $1.86 Reserve 

TOTAL 18 Projects 1,287 $11.235 

3.1.1  Retention of Flexibility 
The pipeline strategy can be adjusted based on current needs, restrictions, and opportunities. 
CHA retains the ability to modify the pipeline based on then-current assessments of how best to 
achieve the Master Plan objectives. 

3.2  Annual Production Capacity Analysis 

CHA’s augmentation capacity combines Section 108 commitment authority (~$7.7 M subject to 
City CDBG allocation) supplemented by up to $10 million under the CITC backup facility. At an 
average augmentation requirement of $8,750 per unit, total portfolio augmentation is 
approximately $11.3 million, achievable primarily through Section 108-enabled ground lease 
and/or developer fee proceeds with targeted CITC backup lending for transactions where 
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Section 108 cannot be deployed. Ground lease and developer fee sizing must be confirmed 
project-by-project to ensure sufficient upfront fee capacity after LIHTC investor deferral 
requirements and HUD fee caps are applied. Practical considerations require spreading 
production across multiple years to account for development timeline variability (24–36 months 
from closing to stabilization), staggered project starts to manage CHA staff capacity, THDA 
certification timelines for CITC loans, market absorption capacity in target neighborhoods, and 
the need to maintain a continuous pipeline to preserve development partner relationships. 

The baseline 10 year schedule deploys City and backup CITC loan capacity across 2–3 projects 
per year, with project sizes ranging from 100 to 200 units. This produces an average annual 
production of 125–135 units, completing the 1,287-unit program in 9–10 years while maintaining 
steady development momentum. Each project’s augmentation loan will be individually 
underwritten, certified by THDA (if CITC-sourced), and approved by the Board through a 
project-specific resolution as required by the CITC Program resolution. 

3.3  Accelerated Deployment and Regulatory Window 

The 10-year production timeline in Section 3.1 represents a baseline calibrated to CHA's current 
augmentation capacity, staffing, and market absorption. However, developers continue to 
approach CHA with viable near-term projects in target areas, and CHA anticipates that the 
timeline may be materially compressed, with multiple projects advancing concurrently rather 
than sequentially. 

Accelerated deployment is desirable for two reasons. First, every year of delay is a year in 
which families remain without access to opportunity neighborhoods. The research summarized 
in Section 1.1 demonstrates that neighborhood exposure effects are cumulative and time-
sensitive, particularly for children, earlier access produces larger lifetime earnings gains. 
Compressing the timeline directly amplifies the program's generational impact. Second, 
acceleration reduces the risk of future adverse regulatory changes to the Faircloth-to-RAD 
pathway. While all official HUD messaging signals continued support for Restore-Rebuild, 
unofficial staff statements suggest changes could affect projects not approved during the 2026 
cycle. The prudent response is to secure HUD approval for as many Faircloth projects as 
feasible within the 2026 cycle, preserving optionality even for projects that will be built in 
subsequent years. 

Accelerated approvals remain subject to the same underwriting standards, augmentation 
capacity constraints, site selection criteria (Section 2.2), financial feasibility thresholds, and 
augmentation sizing requirements (Section 4.7) that govern the baseline pipeline. No 
accelerated project will proceed without full Board approval through a project-specific resolution. 
Acceleration compresses the sequencing to capture a regulatory window that may not remain 
open indefinitely; it does not relax the substantive requirements. 
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4   IMPLEMENTATION STRATEGY 

4.1  Governance & Organizational Capacity 

Successful execution of this 10-year master plan requires dedicated staff capacity, clear 
decision-making protocols, and ongoing Board oversight. CHA will establish a Faircloth 
Development Committee with quarterly reporting requirements to the full Board. 

4.2  Partner Selection Criteria 

The success of the private partnership model depends on selecting developers and investors 
who understand CHA’s dual mission of financial sustainability and poverty deconcentration. Key 
selection criteria include: 

• Demonstrated experience with project-based voucher properties and HUD compliance
• Financial capacity to carry projects through construction and lease-up
• History of quality property management and tenant services
• Willingness to accept mission-oriented concessions on exit
• Alignment with CHA’s community integration goals and willingness to include resident

services as a project operating cost

4.3  Land Acquisition Strategy 

With all projects using third-party land sources, CHA will develop initiative-taking land banking 
and site control strategies, including: 

• Ongoing collaboration with the Chattanooga Land Bank Authority to identify suitable
parcels in target neighborhoods

• Partnership with Invest Chattanooga and the City’s Economic and Community
Development Department to align affordable housing goals with broader economic
development initiatives

• Development of standardized site selection criteria including income demographics,
school quality, transit access, and proximity to employment centers

• Use of options and contracts for deed to control sites before formal project approval,
minimizing speculative price increases

4.4  Project-Based Voucher Administration 

Each Faircloth development requires project-based voucher (PBV) commitments covering  up to 
100% of units. CHA must carefully manage its PBV authority to ensure adequate commitments 
are available across the 10-year pipeline, requiring annual PBV utilization planning that 
balances Faircloth projects with other CHA priorities. 

CHA will develop standardized PBV contract templates reflecting the Faircloth structure, 
including clear provisions on CHA’s purchase options, partner exit mechanisms, and rent 
reasonableness determinations that account for the unique mission-driven nature of these 
developments. 
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4.5  Resident Services & Community Integration 

Poverty deconcentration requires intentional support for families transitioning to new 
communities and initiative-taking engagement with receiving neighborhoods. CHA’s Resident 
Services Framework will address: 

• Pre-move counseling and orientation for voucher holders selecting Faircloth units
• Community and individual assessments with personalized case management plans

aligned with resident goals
• Connection to employment, training, transportation, education, health resources, and

financial literacy services, with targeted support for barriers such as childcare, digital
access, and technology skills

• Ongoing community engagement through monthly and quarterly events such as job
fairs, resource fairs, and health fairs

• Community outreach and education in receiving neighborhoods to build understanding
and support

• Continuous monitoring of resident outcomes, including employment, education, health,
goal progression, and overall satisfaction

4.6  Public/Private Partnership Development Model 

The program employs a public/private partnership structure addressing two fundamental 
challenges: (1) minimizing CHA’s upfront capital requirements, and (2) ensuring eventual CHA 
ownership and control. Three complementary models are used, each optimized for different 
development types and market conditions. In all three models, CHA invests zero cash equity; its 
only commitments are project-based vouchers funded entirely by HUD through annual Housing 
Assistance Payments (subject to Congressional appropriation and HUD renewal) and resident 
services generally contracted as a project operating cost. The sole direct expenditure CHA 
incurs is transaction-related legal fees, a substantial portion of which are performed in-house or 
reimbursable from project soft costs at closing.   

4.6.1  Model A: LIHTC-Financed Development 
Exemplified by 819 Runyan (200 units, $68.6 million total development cost), this model 
leverages federal Low-Income Housing Tax Credits through a three-stage ownership transition: 

Years 1–15: Limited Partnership. A Tax Credit Investor provides approximately 75% of 
development equity, a lender provides 30–50% in construction and permanent debt, and CHA 
provides a subordinate City augmentation loan (or CITC backup loan) to fund Year 1 rent 
augmentation. CHA holds a General Partner/managing member position (typically 0.01% during 
the tax credit period) with a 25% share of cash flow and developer fee participation. 

Year 15: Purchase Option Exercise. CHA exercises its purchase option to acquire the Tax 
Credit Investor’s interest at fair market value as determined by a housing authority or certified 
appraiser, financed through property refinancing, accumulated reserves, or supplemental 
acquisition financing. Where CHA or the City has contributed the land, the purchase price may 
be nominal. Investors are generally motivated to exit at Year 15 to avoid extended compliance 
obligations. 
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Years 16–45: CHA 100% Ownership. CHA owns the property outright, generating growing 
positive cash flow as rents increase with inflation while debt service remains fixed. By Year 45 
all debt is retired and CHA owns the asset free and clear. The 819 Runyan property is projected 
to be worth $152.7 million at Year 45 in nominal dollars while continuing to provide affordable 
housing in perpetuity. 

4.6.2  Model B: Purchase Forward 
The Purchase Forward structure is a deferred acquisition model that eliminates CHA’s need for 
upfront equity capital while guaranteeing long-term asset ownership. Kensington (95 units) and 
Brainerd Row (125 units) are the designated prototypes for this model, structured as two 
separate Purchase Forward transactions. The structure and ultimate economics of each 
transaction are still under negotiation, but CHA expects them to be broadly similar to the 819 
Runyan project economics described in Section 4.6.1. 

The general Purchase Forward structure involves private equity partners forming a joint venture 
capitalized with senior debt and partner equity contributions, with CHA contributing zero direct 
cash equity. During the operating phase, the partnership operates the property with CHA 
providing PBV subsidy and governance control. At a designated buyout point (typically Year 10), 
CHA refinances and uses net proceeds to purchase both partners’ equity interests at restricted 
appraisal valuations. CHA then owns 100% fee simple, capturing all cash flow growth and 
terminal appreciation as financing obligations amortize and retire. 

4.6.3  Model C: Mixed-Income Development 
Model C involves mixed-income development where CHA voucher-supported units represent 
approximately 25% of the total unit mix, with the balance comprising other LIHTC affordable 
units and market rate units. CHA serves as General Partner, ground lessor, and HAP provider in 
a Development Limited Partnership with a private development partner who provides 
construction expertise, secures financing, and manages operations. PBV-supported units are 
distributed throughout the property and are physically indistinguishable from market rate units. 

CHA Ownership Path. Unlike Models A and B, Model C does not contemplate a mandatory 
purchase option or scheduled buyout. CHA retains a right of first refusal exercisable if the 
development partner elects to exit; otherwise, CHA continues as General Partner with a minority 
ownership interest, receiving its proportional share of distributable cash flow. This avoids the 
refinancing risk and capital requirements of the Year 10 or Year 15 buyouts but sacrifices the 
full long-term equity build present in Models A and B. 

Cash Flow and Deconcentration Advantages. Model C produces steady, predictable cash 
flow to CHA from Year 1, derived from both PBV-supported units and CHA’s proportional share 
of market rate unit revenue. The mixed-income structure also provides enhanced poverty 
deconcentration and voucher deployment flexibility: CHA can deploy fewer vouchers per project 
while generating meaningful deconcentration outcomes, preserving remaining Faircloth 
authority for additional projects. 

Strategic Application. Model C is best suited for the highest-income opportunity 
neighborhoods (Signal Mountain, Ooltewah/Collegedale, portions of North Shore) where 100% 
affordable development may not be feasible due to land cost, development economics, or 
community opposition. It is also the preferred model for partnership opportunities with existing 
market rate developers willing to incorporate a PBV component. The Section 108 capitalized 
ground lease mechanism and supplemental developer fee operate identically to Models A and B 

DRAFT Page 45



Page 16 of 24 

(see Section 4.7). CHA anticipates deploying Model C for approximately 25% of its pipeline 
units in later program years. 

4.6.4  Model Comparison and Strategic Application 

Feature Model A: LIHTC Model B: Purchase Forward Model C:  Mixed-Income 

Prototyp  819 Runyan Senior Housing 
(200 units, $68.6M) 

Kensington (95 units) and 
Brainerd Row (125 units); 
separate transactions, structure 
under negotiation 

TBD 

CHA Cas
Investmen  

Zero Zero (IC equity stays in CHA 
family) 

Zero 

Primary Cpital 
Source 

Tax credit equity (70–80% of 
development cost) 

Private equity JV + senior debt 
(structure under negotiation) 

Multiple 

CHA Ownrship 
Path 

Purchase option at Year 15 
(FMV per housing 
authority/certified appraiser; 
nominal if CHA/City land 
contribution) 

Refinance buyout at Year 10 ROFR in the event of partner 
exit; otherwise continued 
minority ownership interest 

Cash Flo Profile  Minimal Years 1–15; strong 
post-Year 15 

Expected similar profile to Model 
A 

Steady From Year one 
And increasing 

Best Us For  New construction, 150+ units, 
substantial rehab 

Acquisitions, smaller projects, 
faster deployment 

Mixed-Income Development; 
Highest Income Areas 

Timeline t
Occupanc  

30–36 months 6–12 months (acquisition); 18–
30 months (construction) 

30-36 months

Per-UnitPV 
(5%) 

$176,948 $268,551 (Kensington projected) TBD 

A balanced portfolio combining all models creates optimal financial and operational outcomes. 
LIHTC projects provide scale and unit volume while Purchase Forward transactions provide 
deployment flexibility, faster execution, and higher per-unit returns. Mixed-Income Development 
provides increased voucher deployment flexibility and poverty deconcentration.  The 
complementary cash flow profiles,  with LIHTC projects generating minimal early cash flow but 
strong long-term equity and Purchase Forward generating immediate distributions, create 
portfolio-level stability across all time horizons. 

4.7  Pathways to Year 1 Rent Augmentation: Section 108 Capitalized Ground Lease and 
CITC Backup Facility 

Year 1 rent augmentation is critical to project feasibility across the Faircloth portfolio. Each 
project requires bridge funding to cover the gap between HUD’s initial NARR-determined 
contract rent and the market rent level necessary to support project financing during the lease-
up and initial stabilization period. CHA will deploy two financing facilities in a defined priority 
structure: Section 108 is the primary augmentation facility in all transactions where it can be 
deployed; the CITC Augmentation Loan Program is the backup facility, deployed when Section 
108 is unavailable for a particular transaction or insufficient to cover the full augmentation gap.  
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The primary Section 108 transmission mechanism is the same across all models: CHA acquires 
the project site with 108 sub-loan proceeds and ground leases it to the project entity (the LIHTC 
limited partnership in Model A, the IC/Standard JV in Model B; Development Limited Partnership 
entity in Model C), with the lessee paying a capitalized ground lease amount at closing that CHA 
deposits into HAP reserves. In LIHTC transactions, the developer fee provides additional 
closing cash capacity. All pathways are described in detail below. 

4.7.1  Section 108 and Capitalized Ground Lease with Supplemental Developer Fee (All 
Models)  
Year 1 rent augmentation is funded through a four-step capital infusion process that operates 
identically across all three development models. First, the City of Chattanooga borrows against 
its CDBG allocation under Section 108 of the Housing and Community Development Act (42 
U.S.C. § 5308) at up to 5:1 leverage and sub-loans proceeds to CHA for CDBG-eligible pre-
construction activities including site acquisition and infrastructure. Second, CHA ground leases 
the acquired site to the LIHTC limited partnership under a capitalized ground lease, with the 
lease payment due at closing in the full amount required to fund Year 1 projected rent 
augmentation. Third, CHA deposits the capitalized ground lease payment, supplemented where 
necessary by the upfront portion of CHA’s developer fee, into its HCV program HAP reserves, 
which fund augmented Year 1 Faircloth contract rents via the Restore-Rebuild pathway; Year 2 
contract rents are then renewed at the augmented Year 1 level (OCAF-adjusted), establishing 
the permanent federal baseline. Fourth, CHA repays the Section 108 sub-loan to the City over 
up to a 20-year term from its share of project net operating income. The capitalized ground 
lease payment is sized to independently appraised fair market value; where it falls short of the 
required reserve deposit, the developer fee covers the shortfall, and the CITC backup facility 
(Section 4.7.2) provides any remainder.6 

4.7.2  CITC Backup Loan (All Models)  
CHA may also obtain project-specific loans from participating Tennessee financial institutions 
under the Tennessee Community Investment Tax Credit program (T.C.A. § 67-4-2109). CITC 
loan proceeds may utilize the ground lease structure described above or may be deposited 
directly into CHA’s HCV program HAP reserve accounts to fund augmented Year 1 contract 
rents. The CITC backup facility is projected to have an aggregate cap of $10 million. In all 
models, CITC may cover any shortfall between the capitalized ground lease and augmentation 
amount.   In all cases, CITC repayment is sourced exclusively from project-level revenue 
streams (partnership distributions, developer fee installments, asset management fees, and 
residual proceeds), at 4.5% interest with 15-year repayment terms. 

Loan Feature 819 Runyan (LIHTC) 

Total Units 199 

Augmentation Loan Amount $1,706,400 (2029) 

Per-Unit Cost $8,532 

Interest Rate 4.5% 

Repayment Term 15 Years 

Annual Payment $156,646 
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Based on the 819 Runyan prototype, the planning model assumes an average augmentation 
requirement of approximately $8,575 per unit. Kensington and Brainerd Row augmentation 
terms are still under negotiation but are expected to be similar. Section 108 commitment 
capacity across the portfolio is approximately $7.0 million, subject to the City’s CDBG allocation 
and outstanding 108 balances. The CITC backup mechanism provides up to $10 million in 
additional capacity. Together, the two mechanisms provide combined capacity substantially 
exceeding the estimated $11.3 million total portfolio augmentation requirement. 

4.8  Long-Term Portfolio Value Creation 

The Faircloth program is not simply a housing production strategy; it is a portfolio development 
initiative that will fundamentally strengthen CHA’s long-term financial position. Analysis of the 
819 Runyan Senior Housing Development, the most advanced Anchor Project from a financial 
modeling standpoint, demonstrates how the private partnership model generates substantial 
equity value and cash flow over time while requiring zero upfront CHA capital. The structure and 
ultimate economics of Kensington and Brainerd Row are still under negotiation but are expected 
to produce similar or superior results. 

4.8.1  Net Present Value Analysis: 45-Year Returns 
CHA engaged in detailed financial modeling of 819 Runyan across a 45-year holding period. 
The analysis calculates the Net Present Value (NPV) of all CHA cash flows plus terminal equity 
value at Year 45: 

Discount Rate 819 Runyan NPV Kensington (projected) 

3% $73.5 million $52.7 million 

5% $35.4 million $25.5 million 

7% $18.1 million $13.1 million 

10% $7.6 million $5.4 million 

At a 5% discount rate, the standard benchmark for public sector investment analysis, 819 
Runyan alone generates an NPV of $35.4 million (200 units) with zero CHA cash investment. 
CHA expects Kensington and Brainerd Row to produce similar or superior returns once their 
structures are finalized, given the Purchase Forward model’s typically shorter path to full CHA 
ownership.  

4.8.2  Per-Unit Value Creation 

Metric Value at 5% Discount Rate 

819 Runyan NPV per Unit $176,948 

Kensington (projected) $268,551 
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4.8.3  Terminal Equity: The Long-Term Wealth Builder 

Projec  Terminal Equity 
(Yr 45) 

Per Unit 
Total Value 

Terminal % of 
Total NPV 
(7%) 

Net Cash Flow 
(45Y) 

Total 
Value 

ROI 

819 Ran  $152.7 million $1.2 million 37% $88.8 million $241.5 million 4.13x 

Kensingt
(projeced)  

$100.9 million $1.8 million 59% $69.8 million $170.7 million 6.00x 

Even when discounted back 45 years at a 7% rate, terminal equity accounts for approximately 
40% -60% of total NPV. CHA will own free and clear, high-quality affordable housing assets. 
Kensington and Brainerd Row are expected to produce comparable terminal equity once their 
structures are finalized as shown above. 

4.8.4  Cash Flow Profile: Near-Term vs. Long-Term 
819 Runyan (LIHTC): During the 15-year partnership period, CHA receives a 25% share of 
distributable cash flow (approximately $88,000–$384,000 annually in Years 5–15) plus net 
proceeds from the City augmentation loan. At Year 15, CHA acquires 100% ownership through 
a nominal-value buyout of the LP interest ($6.2 million) and an MAI appraised fair market value 
buyout of Standard Communities’ interest ($18.6 million), financed through a consolidated 
refinance of $58.6 million at 5.0%/30-year. Post-acquisition, CHA net cash flows grow from 
$365,000 in Year 16 to $6.2 million by Year 45, before terminal equity realization of $152.7 
million at Year 45. The City augmentation loan balloon payment ($1.8 million) is repaid at Year 
23. 

Kensington and Brainerd Row (Purchase Forward): The structure and cash flow profiles of 
Kensington and Brainerd Row are still under negotiation. CHA expects the Purchase Forward 
model to produce meaningful distributions during the operating period, with accelerated full 
ownership (Year 10 vs. Year 15 for LIHTC) and correspondingly earlier transition to full CHA 
cash flow capture. 

4.8.5  CHA 45-Year Internal Rate of Return 
The 819 Runyan project produces a CHA 45-Year IRR of 6.14% under the LP nominal-value / 
Standard MAI appraised FMV buyout structure (consolidated refinance at Year 15). The LIHTC 
model’s IRR reflects the 15-year compliance period and the debt service burden of the 
acquisition refinance, but enables large-scale development without direct CHA equity capital. 

Kensington and Brainerd Row IRRs are under negotiation. CHA expects the Purchase Forward 
model to produce a higher IRR than LIHTC, reflecting the shorter path to ownership and 
restricted appraisal exit mechanism. The current projected CHA 45-Year IRR for Kensington is 
6.54%A balanced portfolio combining LIHTC, Purchase Forward, and Mixed-Income models 
optimizes total returns across risk profiles and time horizons. 

4.8.6  Portfolio-Level Implications: Scaling to 1,287 Units 
Extrapolating from the 819 Runyan financial model across the full 1,287-unit portfolio, a 
reasonable approach given that similar financing structures and augmentation mechanisms will 
be deployed portfolio-wide, the aggregate value creation is transformative: 
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At 819 Runyan’s per-unit NPV of $176,948 (5% discount rate), a portfolio of 1,287 units would 
generate an aggregate NPV of approximately $283 million. This is conservative: it does not 
account for operational efficiencies as CHA scales the program, and the Purchase Forward 
model (to be used for Kensington, Brainerd Row, and potentially other acquisitions) is expected 
to produce higher per-unit returns due to its shorter path to full CHA ownership. 

Terminal equity value across the full portfolio would approach $1 billion in Year 45 nominal 
dollars, providing permanent balance sheet strength and collateral for future development. By 
Year 44, when all Faircloth projects have transitioned to full CHA ownership, the portfolio could 
generate $30–50 million in annual operating cash flow, providing substantial financial flexibility 
for capital improvements or additional affordable housing development. 

This financial performance demonstrates that the Faircloth program is a mission-driven 
investment generating market-rate returns: 1,287 apartments in opportunity-rich neighborhoods, 
ultimately owned free and clear, providing permanent affordable housing to families who would 
otherwise be priced out of these communities. 

5  RISK ANALYSIS & MITIGATION 

5.1  Regulatory and Financial Risks 

Risk Mitigation Strategy 

Section 108 CDBG capacity constraint / 
CITC backup curtailment 

Section 108 as primary (CDBG 5x leverage ~$7.5M); CITC 
backup ($10M); combined capacity exceeds $11.3M 
portfolio requirement; developer fee sizing confirmed per-
project; THDA certification pathway for CITC; competitive 
lender dynamics 

Land cost escalation in target markets Early site control; acquisition model flexibility 

Development partner default Strong partner vetting; backup guarantees; step-in rights 

Insufficient voucher demand in target 
areas 

Mobility counseling; amenities focus; phased absorption 

HUD policy/regulatory changes Active NAHRO engagement; flexible deal structures 

HAP reserve adequacy / augmentation 
fund-flow structure  

Largely mitigated by use of loan proceeds for site 
acquisition; structural protection framework by using 
unrestricted ground lease proceeds to augment HAP 
reserves 

Federal baseline ratchet (Year 1 
augmentation → Year 2+ federal 
commitment) 

Site acquisition/ground lease structure mitigates risk: pre-
construction TDC reduction means Year 1 rents reflect 
authentic project economics, not borrowed-fund support; 
documented Year 1 shortfall is the clean predicate for Year 
2 step-up; independent eligibility qualification; HUD 
disclosure via RCC; rent reasonableness constraints; 
authorized HUD pathway under Restore-Rebuild Guide 
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5.2  Community Opposition Management 

NIMBY opposition represents perhaps the most significant implementation risk. Higher-income 
neighborhoods targeted for poverty deconcentration often have strong civic organizations, 
political connections, and histories of resistance to affordable housing. Mitigation strategies 
must be initiative-taking and sustained: 

• Early and transparent community engagement, presenting data on the positive impacts
of well-managed affordable housing

• Emphasis on high-quality architecture, site design, and amenities that enhance rather
than detract from neighborhoods

• Robust resident services programs that demonstrate commitment to successful family
outcomes

• Partnership with City leadership and elected officials to frame Faircloth development as
aligned with broader housing affordability and economic development goals

6  CONCLUSIONS 

This Master Plan presents the CHA Board with a clear decision: deploy 1,287 units of Faircloth 
authority strategically over a decade through the public/private partnership model described 
herein, or allow this finite, non-renewable resource to be consumed incrementally without 
advancing coherent policy goals. The financial analysis in Section 4.8 demonstrates that the 
partnership model generates extraordinary returns while requiring zero CHA cash equity and 
bearing no construction, lease-up, or operating risk. The poverty deconcentration mission and 
the financial value creation are perfectly aligned. 

The three Anchor Projects—Kensington, Brainerd Row, and 819 Runyan—are in the active 
pipeline and will deploy the first 419 units by 2029. Adoption of this Master Plan, together with 
the companion amendments to the HCVP Administrative Plan, initiation of the Section 108 
application process with the City of Chattanooga, the Board’s CITC backup authorization, and 
the RFP authorization, provides the institutional framework to sustain production across all ten 
years.  
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ENDNOTES 

1 Chetty, Raj, Nathaniel Hendren, and Lawrence F. Katz. 2016. "The Effects of Exposure to 
Better Neighborhoods on Children: New Evidence from the Moving to Opportunity Experiment." 
American Economic Review 106(4): 855-902. 
Children whose families took up an experimental voucher to move to a lower-poverty area when 
they were less than 13 years old (average age 8.2) had annual income that was $3,477 (31%) 
higher on average relative to a mean of $11,270 in the control group in their mid-twenties. 
Also available as NBER Working Paper: 

● Chetty, Raj, Nathaniel Hendren, and Lawrence F. Katz. 2015. "The Effects of Exposure
to Better Neighborhoods on Children: New Evidence from the Moving to Opportunity
Experiment." NBER Working Paper No. 21156.

From the same Chetty, Hendren & Katz (2016) study:  "We find that moving to a lower-poverty 
neighborhood when young (before age 13) increases college attendance and earnings and 
reduces single parenthood rates." The ITT (intent-to-treat) effect on college attendance between 
ages 18-20 was a 2.5 percentage point increase relative to the control group mean attendance 
rate of 16.5% - representing a 16% increase in college attendance rates. Children who moved 
also attended higher quality colleges as measured by an earnings-based college quality index. 

From Chetty, Hendren & Katz (2016):  The study estimates that moving a child out of public 
housing to a low-poverty area when young (at age 8 on average) using an MTO-type 
experimental voucher will increase the child's total lifetime earnings by approximately $302,000 
(in 2012 dollars). This is equivalent to a gain of $99,000 per child moved in present value at age 
8, discounting future earnings at a 3% interest rate. 

Sanbonmatsu, Lisa, Jens Ludwig, Lawrence F. Katz, Lisa A. Gennetian, Greg J. Duncan, 
Ronald C. Kessler, Emma Adam, Thomas W. McDade, and Stacy Tessler Lindau. 2011. Moving 
to Opportunity for Fair Housing Demonstration Program: Final Impacts Evaluation. Washington, 
DC: U.S. Department of Housing and Urban Development.  This is the comprehensive HUD 
evaluation report documenting the MTO demonstration (1994-2010). 

Chetty, Raj, and Nathaniel Hendren. 2018. "The Impacts of Neighborhoods on Intergenerational 
Mobility I: Childhood Exposure Effects." Quarterly Journal of Economics 133(3): 1107-1162. 
This companion study analyzing 5+ million families confirms that every year spent in a better 
neighborhood during childhood increases earnings in adulthood, supporting the MTO findings. 
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2   Current Distribution of Housing Pilots, LIHTC Projects, Section 8 Vouchers: 

3 The first three anchor projects (Kensington: 95 units; Brainerd Row: 125 units; 819 Runyan: 
199 units) deploy 419 units (33%), leaving 868 units (67%) for future deployment. 

4 The 2024 ACS Survey showed median household income for Chattanooga citywide was 
$66,060 and $78,629 for Hamilton County countywide.  The 2024 ACS by zip code has not 
been released.  Therefore 2023 Chattanooga citywide and Hamilton countywide are used as the 
baseline references. 

5 Augmentation loan amounts shown represent Year 1 rent augmentation commitments only. 
Total augmentation lending cost over program life will be higher due to multi-year loan 
repayment terms. Estimated total augmentation lending across all projects: $12–15 million, 
sourced primarily through the City of Chattanooga HAP Augmentation Loan Program ($7M 
facility) with additional capacity available through the CITC backup facility ($10M aggregate 
cap). 

6 Two alternative structural options are available for transactions where the capitalized ground 
lease structure cannot be deployed. Under an alternative preferred equity structure, CHA would 
acquire the site with 108 sub-loan proceeds, contribute it to the JV as a preferred equity 
contribution, and receive a priority distribution at or near construction closing funded from a 
construction loan draw or partner equity, which CHA would deposit into HAP reserves. Under an 
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alternative public infrastructure structure, the City would use Section 108 proceeds to fund 
public infrastructure improvements serving the project site without CHA site acquisition, 
reducing JV TDC and narrowing the augmentation gap, with CITC providing the full direct HAP 
reserve deposit. The preferred equity structure carries moderate regulatory risk requiring JV 
renegotiation and outside counsel opinion; the public infrastructure structure carries the lowest 
CDBG eligibility risk but produces the weakest direct benefit to CHA’s equity position and Year 
10 buyout value. Either alternative may serve as a supplemental mechanism or fallback where 
site acquisition or ground lease structuring is unavailable. In LIHTC transactions specifically, the 
developer fee alone may serve as the primary transmission mechanism if the capitalized ground 
lease structure is unavailable, subject to LIHTC investor deferral requirements and HUD 
developer fee caps on the upfront portion. 
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