
 



 
HFA: Michigan State Housing Development Authority 

Category: Rental Housing 
Subcategory: Preservation and Rehabilitation 

Entry Name: Rental Development Gap Financing NOFA 
 
Overview and Objective 
 
A core function of the Michigan State Housing Development Authority (MSHDA) is to provide 
quality, safe and affordable rental housing for Michigan’s residents. MSHDA’s direct-lending 
activities generate a significant source of income that allows us to make a number of other 
critical non-income producing programs available to the citizens of our state who are most in 
need. Decreased investment in 4% Low Income Housing Tax Credits (LIHTC) over the past few 
years has somewhat curtailed our direct-lending production, deterring MSHDA’s ability to 
provide funding for other mission-oriented programs. 
 
In the past, MSHDA allowed applicants to apply for gap financing anytime on a first-come-first- 
served basis. With this kind of approach, we were severely limited in our ability to prioritize the 
best deals for the citizens of the state as well as the best deals that would be financially 
favorable to MSHDA in a time when every penny counts.  
 
In an effort to improve this situation, we came up with an innovative program to make available 
a combined total of about $18 million of MSHDA HOME and Preservation funds to our Rental 
Development division to be used exclusively as gap financing for the “4% LIHTC Direct Lending 
program.” Under the program, both gap funding types will be made available to projects without 
regard to whether they are new construction, adaptive reuse, acquisition/rehabilitation or 
preservation transactions. 
 
For purposes of allocating these limited resources, MSHDA determined that the best and 
highest use of the funds could be best exercised through issuing a Notice of Funding Availability 
(NOFA). MSHDA does reserve the right to fund any application submitted under this NOFA with 
either of the sources of funding being made available. It is anticipated that these funds will be 
committed and closed within nine to 12 months.  
 
The most important component of the change we implemented was to ensure that all deals 
requesting gap financing must come in all at once or lose the opportunity to request gap funding 
later.  
 
The Projected Timeline 
 

 September 25, 2013  Release of NOFA 

 December 2, 2013  Preliminary Assessment package due 

 February 3, 2014  Applicants invited to submit Threshold package 

 April 1, 2014   Threshold Review package due 

 May 1, 2014   Threshold rankings released 

 June 2, 2014   Commitment Review package due 

 July 1, 2014   Commitment Awards of Gap-Funding announced 

 Next Board Meeting  MSHDA board presentation/decision 

 Within 90 Days  All awardees will have closed on all financing 
 
The timeline is set in stone and must be adhered to or the development application will be 
removed from consideration and another development being processed will be considered.  
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Financing Terms and the Allocation Process 
 
All loans awarded will be made as subordinate loans and will bear simple interest at 3 percent 
annually and payments on the loan will be deferred until developer fees have been repaid, but 
no later than the end of the 12th year after the date of initial disbursement of the mortgage loan.  
 
The allocation process has four stages: 
 

 Preliminary Assessment 

 Threshold Review 

 Commitment 

 Loan Closing 
 
We are using this approach to ensure that MSHDA’s staffing resources are used as cost 
efficiently as possible and to limit potentially unnecessary costs to the applicants. 
 
Evaluation Criteria 
 
All applications will be reviewed and ranked on the following criteria, but other elements of the 
project may be factored into the evaluation process as well: 
 

 Ratio of gap financing to hard debt from MSHDA 

 Level of per unit gap financing needed to complete the project 

 Tax-Exempt bond financing supported by the project 
 
In general, the highest consideration will be given to those projects with the lowest soft-to-hard 
debt ratio, then those needing the least amount of gap financing and/or those that can support 
the greatest amount of tax-exempt bond financing.  
 
Summary 
 
The Rental Development Gap Financing NOFA program is an innovative and replicable solution 
to a wide range of challenges facing all Housing Finance Agencies (HFAs). It will allow us to 
spread funds over more transactions than previously; it will allow MSHDA to fund non-revenue 
generating programs that serve our most vulnerable citizens and it demonstrates a creative use 
of resources to generate more dollars to the Authority’s bottom line. Most importantly, it allows 
MSHDA to prioritize the best deals by requiring that all requests for gap financing be submitted 
at the same predetermined time.  
 
The following attachments show the results of Rounds 1 and 2 of the Gap Financing NOFA and 
the Threshold rankings for the Round 3 NOFA released in September 2013. You will note that 
the less gap financing needed for each dollar of hard-debt financing, the better chance an 
applicant has to be selected.   
 
Additionally, the process MSHDA went through to create this program included input from our 
developer partners and other stakeholders in the affordable housing industry all along the way. 
In the end, this program, designed to meet an important statewide affordable housing need, has 
clearly provided MSHDA’s targeted customers with what they need as well – more safe, decent 
affordable housing.  
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Round 1 Gap Financing NOFA 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Round 2 Gap Financing NOFA 
 
 
 

 
 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Round 3 Gap Financing NOFA 
 
 
 

 
 
 



 


