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Executive Summary

The 131 Legislature passed L.D. 654 “Resolve, Directing the Office of Policy
Innovation and the Future (GOPIF) to Study Methods to Encourage the
Development of Accessory Dwelling Units (ADUSs)” sponsored by Senator Matt
Pouliot (Appendix A). The legislation charged GOPIF with convening a
stakeholder group of experts to identify existing barriers to ADU development and
propose potential solutions to addressing these barriers. Ryan Fecteau, Senior
Advisor on Community Development and Strategic Initiatives at GOPIF, invited
more than 40 experts to join the stakeholder group. The stakeholders including
persons from financial institutions, community development financial institutions
(CDFls), community planning, building design, architecture, off-site construction,
academia, code enforcement, municipal government, and more. A list of
stakeholder group participants can be found in Appendix B. The stakeholder group
was divided into two subgroups. Group A focused on financing barriers and Group
B focused on pre-approved designs.

Pursuant to Resolve 2023, Chapter 107, the stakeholder group was charged with
the following duties:

1. Study methods and develop model policy to encourage the development and
construction of accessory dwelling units.

2. Review existing models for financing and incentivizing accessory dwelling
units.

3. Explore standardized building designs; solicit input from interested parties;
and review municipal efforts to adopt ordinances governing accessory
dwelling units.

4. GOPIF shall submit a report, with findings and recommendations of the
stakeholder group, including suggested legislation, to the Joint Select
Committee on Housing no later than March 1, 2024.

Over the course of seven meetings the stakeholder group developed the following
recommendations, which are not necessarily plurality recommendations as no
votes were taken by the group:



Recommendation #1. A financial incentive program such as a grant, deferred
loan, or interest buy-down should be established to off-set the cost of ADUs.

Recommendation #2. A financial product should be created to either securitize
existing financing options or make a secondary mortgage possible.

Recommendation #3. Municipal incentives should be established for ADUs,
including tax increment financing (TIF) or property tax relief.

Recommendation #4. The concept of sale-lease back, used at times in commercial
sales, should be investigated as a tool for building ADUs for older adults.

Recommendation #5. Several technical barriers need to be addressed, including
but not limited to, changes in the appraisal and assessment process such as
terminology used to define ADUs, allowances for condominium conversion, and
eliminating some owner-occupancy requirements.

Recommendation #6. Education and training programs should be designed to
inform consumers about ADUs and to prepare a workforce to build them.

Recommendation #7. A pre-approved ADU design program should streamline
approvals, receive an engineer stamp, meet the Maine Uniform Energy and
Building Code (MUBEC), and not be compulsory for consumers. It might be
valuable to make the pre-approved designs compulsory in certain neighborhoods.

Recommendation #8. The state should establish a pre-approved ADU design
program with a multitude of designs for a range of typologies such as garage
conversion and backyard detached units. There are numerous recommendations
regarding how this program could be configured.

Recommendation #9. A state pre-approved design program should include off-
site, modularly built ADUs and changes should be made to bring more modular
building to Maine.

Recommendation #10. Grant programs should be created to assist municipalities
with limited capacity to administer pre-approved programs and conduct permit
reviews.



. Introduction

The 131% Legislature passed L.D. 654 “Resolve, Directing the Office of Policy
Innovation and the Future (GOPIF) to Study Methods to Encourage the

Development of Accessory Dwelling Units (ADUs)” sponsored by Senator Matt
Pouliot (Appendix A).

The resolve authorized GOPIF to convene the stakeholder group and invite
relevant experts and practitioners to participate. The stakeholder group did not
have a meeting limit but was charged to report back to the Joint Select Committee
on Housing no later than March 1, 2024.

The stakeholder group convened for the first time on September 12 and met six
times thereafter. The stakeholder group received several presentations relevant to
its assignment from experts in finance and pre-approved ADU design programs.
The stakeholder group’s meetings were published on the GOPIF website where
members of the public or other interested parties could sign-up to participate.

Senator Pouliot noted in his L.D. 654 testimony that, “L.D. 2003 paved the way to
increase access to affordable housing options in Maine. Accessory dwelling units
are a significant part of that equation.” L.D. 2003 (Public Law, Chapter 672)
passed by the 130" Legislature included several provisions regarding ADUs. Here
a few of those provisions!:

1. Except as provided in Title 12, chapter 423-A, a municipality shall allow an
ADU to be located on the same lot as a single-family dwelling unit in any
area in which housing is permitted.

2. A municipality shall exempt an ADU from any density requirements or
calculations related to the area in which the ADU is constructed.

3. For an ADU located within the same structure as a single-family dwelling
unit or attached to or sharing a wall with a single-family dwelling unit, the
setback requirement, and dimensional requirements of the single-family
dwelling unit.

L http://www.mainelegislature.org/legis/bills/getPDF.asp?paper=HP1489&item=9&snum=130
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4. An ADU may not be subject to any additional parking requirements beyond
the parking requirements of the single-family dwelling unit on the lot where
the ADU is located.

5. A permit issued by a municipality for an ADU does not count as a permit
issued toward a municipality’s rate of growth ordinance as described in
section 4360.

These provisions and others contained in L.D. 2003 increase the likelihood that an
ADU would be authorized for construction or installation within any municipal
jurisdiction in the state. However, they do not necessarily mean the costs to obtain
an ADU will be within reason for a median income household or the process for
approval will be easily accessible to the public. As noted in Senator Pouliot’s
testimony, one such financial barrier is high-interest rates for borrowing.
Unfortunately, with high interest rates,” shared Senator Pouliot, “many folks aren’t
able to pencil out ADUs in an affordable way.”

Greg Payne, Senior Advisor on Housing at GOPIF, elaborated in his testimony on
L.D. 654, “Those seeking loans will, at times, face challenges with getting
approved for a loan due to their debt-to-income (DTI) ratio. According to Total
Mortgage, construction lenders look for a DTI under 45 percent and a down
payment of at least 20 percent. As of April 7, [2023,] Bath Savings offered a 30-
year construction loan at a 6.25% interest rate. However, many lending institutions
do not allow for potential rental income from the ADU to be considered when
determining loan eligibility, further constraining the DTI ratio. Other financing
options include, but are not limited to, cash-out refinancing, home equity lines of
credit, and home improvement loans. However, financing for an ADU is not as
commonplace as the traditional 30-year home mortgage and can present major
obstacles for Mainers who want to add an ADU for an aging parent or simply to
add a new income source that could help them pay their bills.”

While soon-to-be more readily allowed by municipal ordinances as a result of L.D.
2003, ADUs face practical issues like financing as noted by Senator Pouliot and
Mr. Payne. L.D. 654 charged the stakeholder group with contemplating strategies
to overcome these practical issues by analyzing financial options and the concept
of pre-approved designs.



In the grand scheme, ADUs could be a key tool for addressing Maine’s housing
affordability and availability crunch. Thirty percent of Maine renters spend more
than half of their income on housing, according to the National Low Income
Housing Coalition?. The median home sale in Maine jumped by 12 percent
between 2021 to 2022, according to the Maine Real Estate Information
System3Meanwhile, the number of units sold dipped by nearly 17.5 percent during
that same period. According to a recently published report commissioned by
MaineHousing, GOPIF, and the Department of Economic and Community
Development (DECD), Maine needs 75,200-84,000 total units of housing to
address historic underproduction and future need.*

The Casita Coalition, an industry leader concerning ADU policies, cites several
reasons why ADUs are key housing types. They specify the following benefits®:

1. ADUs offer homeowners choice by making it more affordable to stay in
their current neighborhood via income derived from renting an ADU.,

2. ADUs provide families with flexibility, particularly for older adults who no
longer can or want to live on their own, but do not require permanent care.

3. ADUs preserve communities by providing more affordable options to people
who might otherwise be priced out.

4. ADUs help homeowners build personal and intergenerational wealth.

5. ADUs are naturally affordable to build and rent when compared to other
options on the market.

Il.  Stakeholder Group Process

The stakeholder group or its subgroups met on September 12, September 19,
September 20, September 29, October 03, and October 10. All meetings were fully
remote and meeting information was posted on GOPIF’s website for public
awareness. Meeting notes were made available to members unable to attend a
meeting(s). Mr. Fecteau notified the stakeholder group from the outset that all

2 https://nlihc.org/housing-needs-by-state/maine

3 https://www.legacysir.com/blog/2023/01/24/maine-home-prices-rose-12-percent-in-2022/

4 https://www.maine.gov/future/sites/maine.gov.future/files/inline-
files/State%200f%20Maine%20Housing%20Production%20Needs%20Study Full Final 10.3.23.pdf
5 https://www.casitacoalition.org/neighborhoodscalehomes
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recommendations would be recorded in the report and formal votes would not be
taken.

A. First Meeting, September 12, 2023

The first meeting of the stakeholder group was held on September 12, 2023. Mr.

Fecteau provided an overview of the enabling legislation (Resolve 2023, chapter

107 in Appendix A), covered the duties, process, and timeline for the stakeholder
group’s work.

During the remainder of the meeting, David Garcia, Policy Director, and
Muhammad Alameldin, Policy Associate, from UC Berkeley Terner Center for
Housing Innovation provided a presentation titled, “ADU Financing, Equity, and
Innovation in California”. Their presentation is included as Appendix C. Mr.
Garcia and Mr. Alameldin were invited by Mr. Fecteau, because of California’s
early adoption of ADU provisions like those included in L.D. 2003. California has
experience with broader allowances for ADUs and further programming to close
financing gaps and offer pre-approved designs.

Mr. Garcia and Mr. Alameldin noted that their analysis of ADU permit data in
California found areas with high home values were more likely to have an ADU
built. The predominance of ADUs in wealthier California neighborhoods is
consistent with one of the most common ways people pay for ADU costs: existing
savings or assets.®

5 https://www.casitacoalition.org/s/CC-ADU-Finance-Guide-for-Homeowners-v4-31821-33xq.pdf
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Figure 5. ADU Permitting and Completions by Home Values in
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Source: Calculated by the authors from Annual Production Report data (California Department of Housing and Community
Development) and Zillow Home Value Index data.

Mr. Garcia and Mr. Alameldin provided a complete breakdown of ADU financing
products and listed their utilization in California. The data was collected by the
Center for Community Innovation at UC Berkley between 2018 to 2019. The
survey found the following:

Type of Product | Utilization
Liquid Assets 62%
Mortgages 43%
Unsecured Debt 7%
Other 3%

The most common mortgage products were HELOC or Home Equity Loan (56
percent) and cash-out refinance (35 percent). Renovation loans or other
construction loans were only used by 6 percent of those who applied for or
received a certificate of occupancy for an ADU between 2018 to 2019. Despite
being a tool for those with little home equity, renovation loans seem to be very
unpopular according to their presentation.



Mr. Garcia and Mr. Alameldin noted how the FHA 203(k) Rehabilitation Mortgage
Insurance could be a worthwhile product. According to the U.S. Department of
Housing Urban Development (HUD), the 203(k) “permits homebuyers and
homeowners to finance up to $35,000 into their mortgage to repair, improve, or
upgrade their home.”” However, there are issues with this product for ADUs
according to the presenters. Prospective rental income is not considered, the ADU
must be attached to the existing dwelling, must be owner occupied, and appraiser
expertise varies. The Terner Center recommends HUD adjust its consideration of
prospective rental income, review attached-only interpretation, require an ADU
specific training for appraisers, and clarify ability to include ADU income into
appraised value. Several weeks after the Terner Center’s presentation, HUD
released a mortgagee letter noting prospective rental income for ADUs would be
considered by the Federal Housing Administration (FHA). The letter states, “The
provisions of this [mortgagee letter] apply to FHA Single Family Title Il Forward
and Home Equity Conversion Mortgage (HECM) programs.”®

In addition to providing information about existing financing options, the
presenters highlighted a program from California Housing Finance Agency. The
program provides up to $40,000 towards pre-development and non-recurring
closing costs associated with the construction of an ADU. Pre-development costs
include site prep, architectural designs, permits, soil tests, impact fees, property
survey, and energy reports. The program has issued $100M in grants thus and
helped finance approximately 2,500 ADUs.

The presenters also highlighted other initiatives such as a requirement that ADUs
shall be deemed approved if the local jurisdiction doesn’t act on the application
within 60 days, prohibit local jurisdictions from requiring property owners live in
the ADU or primary dwelling, exemption from impact fees for ADUs under 750
sq. ft., local jurisdictions are required to create incentive(s) for the creation of
ADUs to be rented to very low-, low-, and moderate-income households,
prohibition on HOAs from restricting ADUs, and requirement that all local
jurisdictions adopt pre-approved ADU plans.

Mr. Garcia and Mr. Alameldin focused on the city of San Diego’s ADU bonus
program and the city of San Jose’s pre-approved ADU design program. The latter

7 https://www.hud.gov/program offices/housing/sfh/203k
8 https://www.hud.gov/sites/dfilessfOCHCO/documents/2023-17hsgml.pdf
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published a list of pre-approved designs on its website. The companies are vetted
by the city. There is a so-called “ADU Universal Checklist” for the homeowner to
fill-out and permits are approved within a week.

Following the presentation, stakeholder group participants were invited to ask
questions. John Egan from Gensis Community Loan Fund asked about lender
consent from the primary lender in the context of San Diego’s bonus ADU
program. Mr. Garcia said most of the property owners are accessing commercial
loans because of the increased number of units on the lot. Chris Lee from Backyard
ADUs asked why the Cal FHA ADU loan program wasn’t a forgivable loan. Mr.
Garcia said Cal FHA heard from lenders that a grant program would be most
conducive with the existing funding mechanisms. Mr. Fecteau asked if the Cal
FHA program had income restrictions. Mr. Alameldin said they didn’t. Parin
Meyer from BrightBuilt Homes asked about the deed restriction requirement for
the San Diego ADU bonus program when the property is sold. Mr. Alameldin said
the deed restriction moves with the sale of the property. There was also a
discussion about short-term rentals. Mr. Garcia noted that the characteristics of a
community will likely dictate the percentage of ADUs that are used for short-term
rentals. Kim Nason from Machias Savings Bank said most of her ADU lending has
been for customers looking to add short-term rentals, only a few for family
members. Mr. Fecteau asked about infrastructure considerations like access to
public sewer and water. Mr. Garcia noted that impact fees collected by local
jurisdictions assist with capital improvements. He said there is a conversation in
the legislature about providing additional funds to local jurisdictions for
infrastructure upgrades. Amanda Campbell from Maine Municipal Association
asked about water availability. Mr. Garcia said the water agencies in California are
given authority to determine the adequacy of the resource. Mr. Alameldin noted
that ADUs consume 40 percent less water compared to larger housing types. Mr.
Fecteau asked about cost savings from pre-approved designs. Mr. Garcia noted that
design costs represent 5-10 percent of the soft costs in California for ADUs. Thus,
homeowners are saving in that regard. Mr. Lee asked about the uptake of pre-
approved designs. Mr. Garcia noted that uptake remains modest, because those
building ADUs tend to be wealthier and thus interested in customization. Andrew
Hayes from OPAL Build asked about energy efficiency incentives for ADUs. Mr.
Garcia said the building code drives ADUs to being highly efficient. In fact,
builders in California are seeking a separate code for ADUs due to the fundamental
difference and inherent efficiencies between ADUs and single-family.



The meeting concluded with instructions from Mr. Fecteau regarding the next
meetings for the two subgroups.

B. First Meeting, Group A — Finance, September 19, 2023

The first meeting of the stakeholder group’s smaller cohort focused on ADU
financing was held on September 19, 2023. The meeting started with introductions.
Mr. Fecteau outlined several prompts for discussion. The prompts included:

1. What’s the status of financing ADUs today?
2. What would improve access to financing and lending approvals?
3. Are there subject matter experts we should invite to our next meeting?

In response to the first prompt, the following notes were recorded:

e [s everyone on the same page about what’s to occur because of L.D. 2003?
There seems to be a need to get the word out and to get municipal officials
to help so people understand that they could add an ADU to their property if
they wanted to.

e There is difficulty finding contractors who are willing to build ADUs.

e The high interest rates are discouraging people to borrow or perhaps outright
disqualifying them from being able to borrow.

e ADUs being a product for wealthier individuals is only a recent
phenomenon. In the past, it was very common to see families of all incomes
being able to afford to build them.

e ADUs are not being built as rental units in New England. The cost to build is
so high that even market rate rents wouldn’t cover the cost.

e Many older adults in Maine have a lot of equity in their homes and that’s a
very common means to pay for the ADU. Families are also pooling their
cash and assets together.

e Home equity lines of credit can keep the costs down.

e RenoFi uses renovation underwriting to leverage the future value of the
property get financing for the project. They can go up to 125 percent on loan
to value ratio.

e Grants from local towns and cities have helped cover financing gaps. Kittery
and Auburn issued ADU grants.



e The Community Economic Development Assistance Corporation (CEDAC)
offers a Home Modification Loan Program (HMLP) for older adults and
persons with disabilities. The loans are up to $50,000 and 0% interest rate.

e The typical financing gap is between $100-$150K.

e Banks are hesitant around counting potential rental income from an ADU.

e Appraised value of an ADU is difficult to determine.

e Manufactured or off-site built ADUs are constrained by licensing
requirements for set crews.

e North Hampton, MA has a small-unit incentive known as “Half-Scale
Units”.

e Higher income earners have plenty of tools. We need to find a way to
address the barriers faced by low- and middle-income earners.

In response to the second prompt, the following notes were recorded:

e When it comes to cost and things related to that, banks cannot really make
much of an impact due to federal regulations and requirements.

e On the topic of loan to value ratios, would there be a product that
MaineHousing or FAME could create to help mitigate this issue on the
insurance front?

e You have a delivery system via banks that works well. People are familiar
with it. However, they face constraints that prevent them from going above
120 percent loan to value.

e Could a TIF be used for ADUs by a municipality?

e |tis possible a TIF wouldn’t retain enough value to work for this.

e There could be some challenges with MaineHousing, but it seems like it
could be a very good option, especially since they have existing
relationships with lenders.

e A deferred loan program would be the best option for spurring ADU
production.

o Skeptical that $40K grants would be enough to have a huge impact. The
sweet spot for support would be in the $100K range.

e Is it possible for the Federal Home Loan Bank in Boston to have an impact
here? They issue a lot of grants.

e Assessors are required to determine value based on this idea that is a
“feature of the property”. Could this be changed at the federal level?



In response to the third prompt, the following notes were recorded:

e Salem, MA has one of the largest municipal grant programs. Should we
invite someone to speak about their program?
e (Casita Coalition has a lot of great information about financing.

C. First Meeting, Group B — Designs, September 20, 2023

The first meeting of stakeholder group’s smaller cohort focused on pre-approved
ADU designs was held on September 20, 2023. The meeting started with
introductions. Mr. Fecteau outlined several prompts for discussion. The prompts
included:

1. Who or how could pre-approved designs help?

2. What would a successful pre-approved design program look like?

3. Are there subject matter experts we should invite to our next meeting?
In response to the first prompt, the following notes were recorded:

e People just don’t know where to start. Most people who are interested in an
ADU haven’t built a home before and even some people who have built a
home are looking for easier ways, more navigation-friendly system.

e There are not enough examples of ADUs out in the real world for consumers
to see and then say, “I want one of those.”

e How is building an ADU any different than building a regular home?

e [t is different, because ADUs can go on lots with existing single-family
home. Therefore, we have an opportunity to maximize lots that have already
been built and used for residential purposes.

e From a municipal perspective, it would be helpful to have a stamped set of
plans. If you had a pre-approved design, working with a specific firm(s), a
checklist of code compliant things.

e Every lot is set up differently, if there was a guide sheet to direct
homeowners to what an ADU would be, a checklist of what they need to
make the ADU a reality. To just have the state publish a set of designs, not
sure this will work due to differences with lots.

10



e Makes a lot of sense to have pre-approved products from a design firm
perspective.

e Auburn looked at South Bend, Indiana for a similar pre-approved design
model. Auburn wanted 2-3 designs (detached designs were less complex).
Six different plans for people to choose from. The cost for the municipality
was too significant.

e Could you assign plan value to the pre-approved designs? Say $10K which
would help when seeking funds from a bank.

e Itis important to assess the quality/character of the companies that would be
submitting the pre-approved designs.

e Let’s also remember that there are a lot of citizens that are skilled enough
who would build it themselves if they had the plans to do so.

In response to the first prompt, the following notes were recorded:

e Every site is different so there needs to be consideration given there. A
successful program could lean on manufactured or CrossMod requirements
that are already pre-approved via HUD inspectors. Perhaps, this would also
help save on the overall costs.

e [fitis pre-approved, we need to make sure that there are no longer delays
issuing a certificate of occupancy—would really help the consumer.

e When we talk about pre-approved, a successful program would be pre-
approvals on the design itself not on the site work that would still be
necessary given differences in lot types.

e [t would be best for the state to send out a request for proposals and then let
towns opt-in to accepting the designs as pre-approved.

e Another helpful program could be a state reimbursed building permit for an
ADU. Standardizing the permitting costs across the state. Auburn has
reduced permit fees to $25.

o Would likely be helpful to have the architectural or design firm responsible
for the design remain involved to help guide the consumer.

e Would be good to get regular feedback from code officers to update designs
on an as-needed basis.

e [fyou’re doing an attached structure, it is unlikely you will be able to the
keep the savings on the architectural design.

11



e Would remove some of the concerns around codes for towns that have to
share code enforcement officers and whose resources are stretched thin.

e Would it be worthwhile to include pre-approved designs beyond ADUs,
such as duplexes, in-fill single-family, etc.?

e |sthere a way to capture the spirit of the manufactured housing code and
apply it to this?

e From a design perspective, it is important to maintain designer fingerprints
on this.

e Modular pre-approved design could help significantly with reducing the time
for these projects.

In response to the third prompt, the following notes were recorded:

¢ Inviting folks from the pre-approved design program in South Bend, Indiana
was mentioned.

¢ Inviting folks from the pre-approved design program in Seattle, Washington
was mentioned.

¢ Inviting folks from the pre-approved design program in Bend, Oregon was
mentioned.

Second Meeting, Group A — Finance, September 29, 2023

The second meeting of the stakeholder group’s smaller cohort focused on ADU
financing was held September 29, 2023. The group received two presentations.
The first presentation was provided by Laurie Goodman, Institute Fellow, Housing
Finance Policy Center at the Urban Institute. Her presentation is included as
Appendix D. Ms. Goodman was invited by Mr. Fecteau due to her expertise and
inclusion in an article focused on ADU financing. The article noted, “[Ms.
Goodman] says to get ADU construction financed with a renovation loan,
homeowners must navigate complicated and expensive planning requirements and
meet development standards that usually involve hiring professional consultants
and maneuvering through a cumbersome borrowing process—that is, if they can
even find a willing lender.”®

9 https://shelterforce.org/2022/05/09/how-financing-barriers-keep-adus-expensive/

12


https://shelterforce.org/2022/05/09/how-financing-barriers-keep-adus-expensive/

Ms. Goodman’s presentation started with a refresher on various types of ADU
configurations and highlighted places in the United States, like Maine, with
broader allowances for ADUs. In addition, Ms. Goodman highlighted the rapid
increase in ADU permits in the state of California from just under 10,000 issued
permits in 2017 to just over 30,000 issued permits in 2022. She noted how
California has reduced regulatory barriers and deployed a state grant for ADUSs.

In addition, Ms. Goodman noted the ways homeowners can finance renovations or
ADU construction. They include cash, personal loans, short-term loans, home
equity extraction (i.e., home equity loans, lines of credit, and cash-out refinance),
renovation financing via federal-agency backed financing from Fannie Mae,
Freddie Mac, and Federal Housing Administration (FHA), and private financing
from banks and credit unions. However, while these options exist, Ms. Goodman
said, leveraging home equity to finance renovation or ADU construction is best
suited for wealthy households. The average credit score to qualify for home equity
line of credits (HELOCSs) are more than 760 and have high income requirements.
Home equity lending is capped at 80 percent of the current market value of the
property, and it doesn’t consider prospective rental income from an ADU.

Federal renovation financing is other option highlighted by Ms. Goodman’s
presentation. She said, “Federal renovation financing is cumbersome and
expensive for lenders.” The FHA 203k program two forms: the limited which has a
$35K max loan and a standard form which has several requirements. The standard
form requires lenders to review contractor credentials, work plans, and cost
estimates. The repairs must start within 30 days of closing and be completed in six
months. Any delays or cost overruns require lender involvement. Borrower must
hire a HUD consultant to oversee the renovation process. The median standard
form loan in 2020 was $75K and less than 4,000 loans were issued in 2022
nationwide. In addition, Fannie Mae Homestyle Program, Freddie Mac CHOICE
Renovation, and Freddie Mac CHOICERenovation eXpress programs have
similarly burdensome requirement and thus low utilization by consumers. Ms.
Goodman also shared data reflecting the high denial rates on renovation financing.
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Denial Rates by Loan Purpose in 2022
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Ms. Goodman subsequently highlighted improvements that could be made to
lending products for ADUs. They include the following:

e ADU underwriting should provide at least 50 percent credit for prospective
rental income. This will help quality homeowners with lower incomes like
older adults.

e Appraisals should be completed on an “after-repair” basis. This is currently
difficult due to lack of comps. Government-sponsored enterprises (GSES)
like Fannie Mae and Freddie Mac should share info on the value add
resulting from ADUs.

e The maximum 80 percent loan to value (LTV) cap for home equity lending
should be raised to 90 percent so long as funds are used to improve the home
and to 95 percent if adding a factory built ADU.

e The loan amount should be increased from the 35K threshold for limited
form loan to $50K to $75K.

e Second lien financing is important, particularly for borrowers who are
locked into low interest mortgages.

Ms. Goodman concluded her presentation by saying, “We need to completely

revamp the way we think about renovation financing.” She said federal agencies
and lenders need reasonable assurance that construction will be completed on time
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and within budget. She suggested establishing a pre-approved list of contractors
and vendors for ADU projects. She used an example in the city of Detroit,
Michigan where Rocket Mortgage’s philanthropic arm worked with Home Depot
and their approved contractors and vendor list to repair thousands of abandoned
homes. The repairs were standardized to minimize labor and material costs.
Contractors were subject to quality standards, background checks, and other means
of vetting to ensure quality.

Ms. Goodman fielded questions from the stakeholder group. Sarah Sturtevant,
Shaw Innovation Fellow at the Muskie School of Public Service wondered if a
prospective ADU tenant with social security provided lenders with the assurance
they need to consider rental income. Ms. Goodman said lenders will consider
income from other people living in the primary home up to 30 percent. Kimberly
Twitchell at NBT Bank asked about whether tax credits have been considered. Mr.
Fecteau noted a failed proposal in New York to provide property tax exemptions
for ADUs.1° He also mentioned how the tax incentive would likely benefit those
who already have the means to finance an ADU. Janice De Lima from Norway
Savings Bank asked if there might be a re-insurance product for banks to purchase
to mitigate risk against ADU lending. Ms. Goodman said she was not aware of any
re-insurance products. However, she said there is a company called RenoFi that
works with a lot of credit unions. RenoFi evaluates the quality of contractors and
are trying to correct for the deficiencies in renovation financing.

The group also received a presentation from Amanda Chiancola from the city of
Salem, Massachusetts. Ms. Chiancola noted that Salem considers all ADUs to be
an extra bedroom for the purpose of tax evaluation instead of a separate structure
or dwelling. Salem has also created a design grant up to $2,500 for ADUs. In
addition, they offer a construction grant up to $45,000. The grant covers materials
and labor. Salem applies a restrictive covenant to grant recipients that caps the rent
at 50 percent of the fair market rent. Mr. Fecteau asked the presenter what the
uptake has been. Ms. Chiancola said they have ten applicants at this point.

In addition, Mr. Fecteau asked the lenders in the group how they would account for
this kind of grant funding when evaluating an applicant’s qualifications to finance
the remaining cost of a project. Ms. De Lima said that lenders are still held to the

10 https://www.governor.ny.gov/news/governor-hochul-announces-statewide-strategy-address-new-yorks-
housing-crisis-and-build-800000
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appraisal and the applicant’s income. Kim Nason from Machias Savings Bank said
they would consider the grant funds, but ultimately, they will be relying on the true
cost of the project. They will lend on the lower of the acquisition cost or the
appraised value.

Ms. De Lima asked if the applicants need to have a certain income. Ms. Chiancola
said they do not need to have a certain income to apply for the grant. Rebecca
Graham from Maine Municipal Association asked how long the restrictive
covenant is in place. Ms. Chiancola said it is for 20 years. John Egan from Genesis
Community Loan Fund asked if the ADU could be used as a short-term rental. Ms.
Chiancola said that Salem has a short-term rental prohibition. Chris Lee from
Backyard ADUs noted that Salem’s grant program can be paired with a home
modification zero percent interest loan from the state of Massachusetts.!

At the conclusion of the meeting, the group discussed whether it felt like more
information was needed before determining its recommendations. The group
decided it would be helpful to invite an assessor and an appraiser for a brief
conversation and then work on determining its recommendations.

Second Meeting, Group B — Designs, October 03, 2023

The second meeting of the stakeholder group’s smaller cohort focused on pre-
approved ADU designs was held on October 03, 2023. The meeting started with
introductions. The group invited Matthew Petty, CEO of Pattern Zones Co., to
present. His presentation is included as Appendix E. Mr. Petty has served as an
alderman in Fayetteville, Arkansas and founded Infill Group, a planning firm. He
Is regarded as an expert on pre-approved designs.

Mr. Petty started by sharing his experience as a policymaker in Fayetteville and
working with jurisdictions in other states. While regulatory reform is important
according to Mr. Petty, it alone cannot unlock the housing needed to address the
availability and affordability. Mr. Petty said pre-approved designs are based on the
premise of incremental development. He added, “It’s better when neighborhoods
grow in familiar patterns.” Pre-approved building programs can help guide the
market towards building types and designs that are familiar to a neighborhood or
community.

1 https://cedac.org/hmlp/
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Mr. Petty subsequently noted, “Convenience in permitting drives market response.
Careful pre-approvals could be the foundation for a new market standard.” He said
that developers value convenience above all else. It is important to keep
convenience at the center of a pre-approved design program. Mr. Petty added that
single-family permits are usually easy to acquire. The permits issued under a pre-
approved design program should reflect the same ease. He placed emphasis on the
fact that the review is not deleted, but rather it is all done upfront before an
applicant walks through the door.

He presented a case study from Claremore, Oklahoma. This is a city in
northeastern Oklahoma—near Tulsa, Oklahoma. It has a population of 19,580. The
city adopted what they call a “unified development code” (UDC).*2 The UDC
includes pre-approvals, including for subdivisions. They issue permits in under 96
hours. The UDC provides preference for compact, single-family homes. Mr. Petty
added that the city receives substantially completed plans which promotes quick
turnaround. This does not happen outside of a pre-approved design program.

Mr. Petty provided the group with standards and best practices to keep in mind
when designing such a program. The best practices include the following:
e Provide 8-12 choices per building type. For example, if you have a pre-
approved ADU program, you should offer 8-12 garage conversion designs,
8-12 detached ADU designs, and 8-12 attached designs. Mr. Petty said this
is the psychology of choice.
e Thematic variations of buildings to give people enough choice for the
program to be utilized.
e Supplemental application criteria.
e Applicants must opt-in which means when they walk into city hall, staff
should make the applicant aware of the program and emphasize the ease.
e Sponsored plan fees are preferable.
o Easy portfolio swaps to comply with code changes and to make sure one
type of design doesn’t get overly subscribed.

In addition, Mr. Petty noted that there a few variations of pre-approved programs.
These include the following:

12 https://claremore.com/wp-content/uploads/2022/08/Unified-Development-Code-Final-Version.pdf
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e An open-source plan which is a license for construction free of charge by the
design or architect.

e A pre-approved building which has a contingent building permit on file with
the building safety division.

e A patter zone which combines pre-approved buildings with programmatic
enhancements.

There are several ways these are paid for. These include the following:

e Pay-per use: the city has pre-approved the building, but applicants still need
to purchase the plans from the architect or a clearinghouse that is a custodian
of the plans.

e Jurisdiction sponsorship: the local jurisdiction pays a one-time or annual fee
for use of the plans.

Mr. Petty added that it is important to have “variations-on-a-theme”. In other
words, you want similarity between each design. He used a pre-approved design
program in Bryan, Texas as an example. Each design was inspired by a locally
beloved home. He said, “They feel just different enough.”

He also said that pre-approved designs are a great opportunity for experimentation.
He worked in a town that did not allow for courtyard subdivisions; however, they
were willing to allow it if the developer used pre-approved designs. Mr. Petty said,
“Like it or not, [the unknown] is one of the main reasons we see public objection to
our planning proposals.” Pre-approval programs ensure predictably for the
community regarding the appearance of new zoning concepts.

In conclusion, Mr. Petty emphasized the importance of making the pre-approved
designs as accessible as possible to the public. He also showed an example website
where applicants could simply click a design and it would send a professionally
packaged application to the planning office.

During the discussion with Mr. Petty, Rebecca Graham from Maine Municipal
Association (MMA) asked how towns with pre-approval programs handle storm
water approvals. Mr. Petty said Spokane, Washington has what they call a “water-
wise program” where pre-approved landscape components are offered. If the
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applicant adopts those components, they are exempt from calculations. In addition,
he said in Fayetteville, Arkansas, they have a green storm water facility that is
predesigned that goes down the side of the property which simplifies the
calculations. Parlin Meyer from BrightBuilt Homes asked if there are any
statewide programs of this nature. Mr. Petty said only California has a requirement
to adopt such a program and the local jurisdictions are responsible for program
designs. He also said there is interest from the Michigan Land Bank Authority to
establish a portfolio of pre-approved designs. He said the gold standard for a
statewide program would be to work with a state building official to pre-approve
designs that preempt local approvals. Phil Kaplan from Kaplan Thompson
Architects asked about liability for the architects. Mr. Petty said contracts signed
by the builders include a clause that they will assume all the liability. Mr. Fecteau
asked about modular building and pre-approved programs. Mr. Petty said he was
not aware of any pre-approved programs with modular designs. Ms. Graham asked
If towns require additional licensure or vetting for builders who wish to build pre-
approved designs. Mr. Petty said he was not aware of such requirements anywhere.
He did say that a program with a builder vetting process could be a value add.
Jennie Franceschi from the city of Westbrook asked about site work. Mr. Petty said
that pre-approvals do not extend to foundation work, as an example.

The group concluded it meeting by deciding that it would meet once more on
Tuesday, October 10, 2023. The purpose of the meeting would be to determine its
recommendations.

Third Meeting, Group A — Finance, October 10, 2023

The third meeting of the stakeholder group’s smaller cohort focused on ADU
financing was held October 10, 2023. The group was joined by Kerry Leichtman,
assessor for the towns of Camden and Rockport. Mr. Leichtman said there is not a
neat category for an ADU. Assessors use various codes that incorporate more than
single-family units on a single parcel. Mr. Leichtman also noted that assessors are
required by Maine law to consider all potential avenues towards value. Therefore,
rental income from an ADU would increase the value of the property. Mr. Fecteau
asked how assessors determine if rental income is being derived. Mr. Leichtman
said they would ask the homeowner. Sarah Sturtevant, Shaw Innovation Fellow at
the Muskie School of Public Service asked about the cost of construction being
incongruent with the appraisal value. Mr. Leichtman said they are more attuned to
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the sale price. After the third bedroom, at least in Rockport, Mr. Leichtman said
they would not assess more value. If the ADU was attached to the existing home
and resulted in a fourth bedroom or more, no additional value would be assessed.
Janice De Lima from Norway Savings Bank asked if there is a statewide standard
around assessing. Mr. Leichtman said there are some aspects governed by statute,
but there are nuances from community to community.

Mr. Leichtman added, “I mentioned that assessing systems differ from town to
town, but they do so on the... the micro levels, not the macro. We all, for example,
code a single-family dwelling with land use code 1010. 1090 for multi house
parcels is probably also common to us all. All dwelling unit properties’ land use
code begins with 10. The second two digits define the details, which is where we
can differ from municipality to municipality. In Rockport we have a code for 2-
unit and three-unit, then we group as four-seven units as a single code and eight-
plus as another code. In Camden, we have an individual code for two, three, four,
five, six, seven units and then go eight-plus.”

In addition to the assessor’s perspective offered by Mr. Leichtman, Mr. Fecteau
and Ms. De Lima met with Jake Wight from Oceanside Appraisal, LLC on October
11, 2023, in order to capture an appraiser’s perspective on ADUs. Mr. Wight
shared that appraisers place tremendous emphasis on market comparables when
determining value. The prospective income from an ADU is not given as much
value when an owner-occupancy requirement is in place, because it restricts both
the primary dwelling and ADU from being income generating. Rebecca Graham
from Maine Municipal Association noted how owner-occupancy is sometimes
required for municipal grant programs or other public programs. Mr. Wight said
the appraised value does not reflect the full cost of ADU construction. There is
some impact to the appraised value if prospective buyers in the market lack interest
in ADUs or vice versa. He also said there could be increased value if the ADU was
allowed to be sold on its own as a condominium; however, condominiums have
their own appraisal limitations. Ultimately, the uniqueness and scarce sale history
of ADUs is likely constraining their appraisal valuations.

The group discussed its recommendations for the legislature. Mr. Fecteau clarified
that votes would not be taken, and all suggestions would be captured in the report.
Therefore, the recommendations below are not categorized in any order. No one
recommendation necessarily represents a plurality of the subgroups’ perspective.
The recommendations have been categorized for easier reading.
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Challenges

Firstly, the group acknowledged the challenges being able to pinpoint a specific
solution or solutions. Due to risk factors for the lender, what the appraisal will say,
federal regulations, and more, it might be difficult to implement a program that
resolves the bulk of the financial barriers.

Financial Assistance
The group focused a great deal of discussion on financial assistance program. They
included:

An insurance product offered by the state that mitigates the risks for lenders.
A grant program that is funded by the state and administered by
municipalities. Some members of the group noted the importance of finding
a way to not spend this down quickly or to achieve substantial funding.

An interest buy-down program like the “First Generation” program offered
by MaineHousing. The buyer would receive a mortgage with a lower-
interest rate and a grant for closing costs if they agree to add an ADU for an
older adult on the property.

An interest buy-down program designated for those employed in the
building trades. This program would try to incentivize attraction and growth
in this workforce sector.

A securitized loan offered by the state like what the Finance Authority of
Maine (FAME) offers on the commercial lending side. MaineHousing
suggested as the entity to provide this product.

A secondary mortgage program offered by the state, particularly useful for
homeowners locked into low-interest rates on their primary mortgage.

A deferred loan program offered by the state which would come due when
the homeowner sells, or the property gets transferred to a new owner. The
product would be zero percent interest or less than three percent, a maximum
award of $100K, and could include rental income restriction.

Municipal Incentives
The group discussed ways in which the state and municipalities might provide
financial incentives. They included:
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A tax increment financing (T1F) mechanism could be available specific to
ADUs to encourage a municipality to increase their usage. A member noted
this could be challenging due to the lack of retained value in ADUs. It would
be difficult to realize an increment if the assessment doesn’t change all that
much. The state would likely need to provide support for it to be a valuable
incentive.

A state program that matches the value of a TIF for the purposes of ADUs
and incentivizes the community to increase the assessed value. A member
noted this could be like the Tree Growth Program but would require a
constitutional amendment.

A program that reduces or eliminates property taxes for the homeowner if
they build an ADU and provide an income-restricted rent. Senator Stacey
Brenner has submitted L.D. 1538 “An Act to Provide Tax Benefits to
Persons Constructing Accessory Dwelling Unit” which has a similar intent.
The bill has been carried over in the Taxation Committee.™

Real Estate Transactions
The group discussed a unigue mechanism that could be applied at the time of a real
estate transaction. This included:

Implement a similar transaction known as the “sale leaseback” in the
commercial context. By leveraging the consumer directed personal
assistance program (CDPAP), a purchaser could buy a home from an older
adult and then earn up to $30K per year in additional income to provide
personal care to the dual eligible older adult. Accounting for this additional
income would help with the debt-to-income ratio on the mortgage and ADU
loan. Most likely a transaction between family members.

Technical Changes
The group discussed some technical changes that could be made to address
financial barriers for ADUs. They included:

Improvements to how ADUs are assessed must be made. This includes
establishing commonly used terminology and comparable values. A member
noted that Maine Revenue Services (MRS) has a major role in establishing
the assessment criteria.

13 https://legislature.maine.qgov/legis/bills/getPDF.asp?paper=SP0611&item=1&snum=131
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Increased appraisal values are more important than increased assessment
values because banks are relying on the appraisals to determine loan to value
(DTV) ratios.

Require the Real Estate Appraisal Board to update their MRS standards to
include ADU values.

Send a letter to the appropriate federal agencies to compel them to publish
ADU values for better comparables, require financial institutions to consider
prospective rental income from an ADU, and making changes to
construction loan regulations as noted in Laurie Goodman’s presentation.
Eliminate requirements that either the primary dwelling or the accessory
dwelling be owner-occupied.

Allow ADUs to be sold as condominiums with their own unique address.

Education and Training
The group discussed the importance of education and training concerning ADUS.
These ideas included:

Create a statewide ADU ombudsman position to assist homeowners with
understanding financing, construction, timelines, requirements, and other
applicable standards.

Implement a public service announcement campaign and educational
resources regarding what it takes to build an ADU, costs, and the financial
tools available to homeowners.

A grant program tied to a student training program. The training program
receives funds to build ADUs and then sells or donates the product to an
income eligible homeowner.

In order to address the lack of workforce to build ADUs, the Community
College System might consider establishing a construction sector focus
program or campus to include legal, appraisal, and trades tracks.

Provide a state sponsored education program on tips and best practices for
being a landlord, including maintenance plans and leasing. Many potential
homeowners who could build ADUs have never been a landlord.

Third Meeting, Group B — Designs, October 10, 2023

The third meeting of the stakeholder group’s smaller cohort focused on pre-
approved ADU designs was held on October 10, 2023.
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The group discussed its recommendations for the legislature. Mr. Fecteau clarified
that votes would not be taken, and all suggestions would be captured in the report.
Therefore, the recommendations below are not categorized in any order. No one
recommendation necessarily represents a plurality of the subgroups’ perspective.
The recommendations have been categorized for easier reading.

Overall Positions
The group discussed some topline points that ought to be considered when
contemplating pre-approved designs. These points included:

e Pre-approved design programs should be adopted to address the housing
crisis.

e ADU pre-approval programs should not be compulsory for residents.
However, compulsory designs could be a tool for towns that want to allow
developments that they wouldn’t normally allow (i.e., courtyard
subdivisions).

e A pre-approved program should be streamlined, efficient, and accessible. It
should be much faster than a normal building project.

e A pre-approved program would be helpful in efforts to educate the public
about ADUs by providing conceivable designs.

State Pre-Approved Program

The group focused a great deal of discussion on the concept of a state created pre-
approved ADU design program. The concept varied in structure and included the
following ideas:

e The state should establish a pre-approved program and determine which
subscription type it will adopt, what typical sq. ft. it wants for an ADU, and
the types it will want to pursue (i.e., garage conversion, backyard, attached,
etc.).

e The state should establish a portfolio of designs towns could opt-in and then
make determinations regarding aesthetic. It was noted this approach could
result in design repetitiveness. It would be important to refresh the designs
on a regular basis. There should be 8-12 design options for several
typologies (i.e., garage conversion, backyard detached, attached, etc.).

e A state pre-approved program should solicit designs from multiple firms and
the program should allow for exterior aesthetics to be customized.
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e A state pre-approved program should create the scaffolding for the
requirements that will need to be met so that the designers know what they
need to do, and towns do not feel overwhelmed regarding where to start.

e A state pre-approved program should meet federal and state regulations
including fire code, and the uniform energy and building codes.

¢ Interested municipalities should be included in the program design process
to ensure it reflects what they would want.

e A state pre-approved program should start small. It would be better to
partner with a small group of towns to prove that the program can be
successful. Have them apply for funds to implement the program and tailor
designs that reflect their community.

e A state pre-approved program should assist communities that do not have
robust resources for permit review and permitting processes. It could be
useful to have state official that can preempt local approval processes when
pre-approved designs are being used.

e A state pre-approved design that is different for each community and
tailored to their needs would be the best approach. Have communities self-
identify where these pre-approved designs will be applicable.

e Municipalities should be to access assistance from state building officials to
implement a pre-approved design program and determine characteristics that
reflect community conditions.

Modular Designs for Pre-Approvals
The group discussed the importance of off-site, modular construction for a pre-
approved design program. The points included:
e Off-site manufactured housing should be leveraged for pre-approval by
either towns or the state.
e There are improvements that could be made to the Maine Manufactured
Housing Board to increase companies and professionals involved in building
pre-approved building types.

Create Grant Programs
The group also discussed the possibility of a grant programs to aid a pre-approved
design program. These ideas included:
e Create grants for communities to fund needed capacity to administer a pre-
approved program.
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e [ssue grants to licensed design professionals to develop a catalog of pre-
approved designs that the state or local jurisdiction would subsequently own.

I1l. Recommendations

Each stakeholder group made a series of recommendations. These
recommendations were not brought to a vote. All recommendations presented by a
member or members were recorded. They may or may not represent a plurality.
Below are the recommendations in a compiled format. You can find the full series
of recommendations beginning on pages 19 and 23 respectively.

Recommendation #1. A financial incentive program such as a grant, deferred
loan, or interest buy-down should be established to off-set the cost of ADUs.

Recommendation #2. A financial product should be created to either securitize
existing financing options or make a secondary mortgage possible.

Recommendation #3. Municipal incentives should be established for ADUs,
including tax increment financing (TIF) or property tax relief.

Recommendation #4. The concept of sale-lease back, used at times in commercial
sales, should be investigated as a tool for building ADUs for older adults.

Recommendation #5. Several technical barriers need to be addressed, including
but not limited to, changes in the appraisal and assessment process such as
terminology used to define ADUs, allowances for condominium conversion, and
eliminating some owner-occupancy requirements.

Recommendation #6. Education and training programs should be designed to
inform consumers about ADUs and to prepare a workforce to build them.

Recommendation #7. A pre-approved ADU design program should streamline
approvals, receive an engineer stamp, meet the Maine Uniform Energy and
Building Code (MUBEC), and not be compulsory for consumers. It might be
valuable to make the pre-approved designs compulsory in certain neighborhoods.
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Recommendation #8. The state should establish a pre-approved ADU design
program with a multitude of designs for a range of typologies such as garage
conversion and backyard detached units. There are numerous recommendations
regarding how this program could be configured.

Recommendation #9. A state pre-approved design program should include off-
site, modularly built ADUs and changes should be made to bring more modular
building to Maine.

Recommendation #10. Grant programs should be created to assist municipalities

with limited capacity to administer pre-approved programs and conduct permit
reviews.
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APPROVED CHAPTER

JULY 26, 2023 107
BY GOVERNOR RESOLVES

STATE OF MAINE

IN THE YEAR OF OUR LORD

TWO THOUSAND TWENTY-THREE

S.P.271-L.D. 654

Resolve, Directing the Office of Policy Innovation and the Future to Study
Methods to Encourage the Development of Accessory Dwelling Units

Sec. 1. Stakeholder group regarding accessory dwelling units; encourage
development and construction. Resolved: That the Office of Policy Innovation and
the Future shall convene a group of stakeholders including, but not limited to,
representatives from the Department of Economic and Community Development, the
Maine State Housing Authority, community lending institutions, the construction industry
and the manufactured and modular housing industry to study methods and develop model
policy to encourage the development and construction of accessory dwelling units.
Methods may include, but are not limited to, financing and incentive programs for the
development and construction of accessory dwelling units. The stakeholder group shall
review existing models for financing and incentivizing accessory dwelling units; explore
standardized building designs; solicit input from interested parties; and review municipal
efforts to adopt ordinances governing accessory dwelling units. The office shall submit a
report, with findings and recommendations of the stakeholder group, including suggested
legislation, to the Joint Select Committee on Housing no later than March 1, 2024. The
joint select committee may submit a bill to the Second Regular Session of the 131st
Legislature relating to the subject matter of the report.
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Financing is challenging for many, including those
who successfully built their ADU

What were the biggest challenges you faced in
building your ADU?

Approval process

Design constraints or challenges | N

I Paying for the cost of construction [ I

Permitting fees I
Lot, setback, or height imits G
Utiity connections

Other I

=}

50 100 150 200 250 300 350

Number of Responses

Source: Chapple, Karen, Dori Ganetsos, and Emmanuel Lopez. “Implementing the Backyard Revolution: Perspectives of California’s ADWwrers.” Center for Community Innovation: University of
California, Berkeley, April 22, 2021. 800 survey participants who applied for a permit or received a certificate of occupancyin 2018 or 2019 in California.

ADUs are predominantly built in wealthier
neighborhoods due to complex financing

ADUs are predominantly built in areas with high home values...

Figure 5. ADU Permitting and Completions by Home Values in
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Source: Chapple, Karen, David Garcia, Eric Valchuis, and Julian Tucker. “Reaching California’'s ADU Potential: Progress to Date and #iNeed for ADU Finance.” Center for Community Innovation and the
Terner Center for Housing Innovation: University of California, Berkeley, August 2020.http://terne nter.berkeley . Reachi lifornias ADU P ial 1.pdf. Right: if the coefficient for
a given independent variable (e.g., % Black residents) is greater than zero, meaning that the independent variable has a positive effect on the dependent variable, a (+) is shown. If the coefficient is
neaative. then a (-) is shown. If the results are statisticallv insianificant. then the area is shaded arev.



How have people been financing ADU

construction?
Type of Product | Utilizatio
n
Liquid Assets 62% HELOC / Home Equity Loan 56%
Mortgages 43% Cash-out refinance 35%
Unsecured Debt |7% Renovation Loan or other construction 6%
Other 3% loan

e g

Renovation loans are unpopular despite
being a tool for those with little home

equity. Why?

Source: Chapple, Karen, Dori Ganetsos, and Emmanuel Lopez. “Implementing the Backy ard Rev olution: Perspectives of California’s ABMsers.” Center for Community
Innov ation: University of California, Berkeley, April 22, 2021. 800 survey participants who applied for a permit or receivedificate of occupancy in 2018 or 2019 in

California.

FHFA 203(K) program could provide financing,
but issues remains

ADU Specific

Rental Income

Consideration of stable
income:

+ In-place lease
« No in-place lease
e Unbuilt ADU

Eligibility Appraisals
« Single family « Appraiser .
dwelling only expertise
« One ADU only .
 Attached only
» Owner-occupied .

only

Higher interest
rates or fees

Long closing
timetrame

High rate of denial

Releasing money
more easlly to
contractors



Recommendations — FHFA 203(k)

Rental Income  Eligibility Appraisals
« Analyze * Analyze potential + Recommend / « Explore areas to
performance of tz(iﬁlu%vivt ADUs on require ADU Stygamline
loans with ADUs; properties specific training origination and
modify » Analyze potential for appraisers servicmg
ideli to allow up to : B + Underwriting
guidelines as oW upto3 o Clarify ability to software
appropriate proper}c)y include ADU » Cost estimation
« Review attached- income into » Drawprocess
only . appraised value  Analyze rate of
intérpretation denial
« Investment
properties?

Use of Projected Rental Income
e Current State: Projected ADU rental income can't be used for loan
qualification.

e Practitioner Insight: Including ADU income could improve loan
repayment ability and may reduce default probability.

e Proposed Change: 50% of fair market rents allowed.
e Federal Letter Recommendation : Consider a higher percentage, like

duplexes' 75% under FHA rules. Possible requirement: inplace lease or
guidelines like those for 5+ unit properties.



California Housing Finance Agency

e Program provides to $40,000 towards pre-development and non-recurring
closing costs associated with the construction of the ADU. Predevelopment
costs include site prep, architectural designs, permits, soil tests, impact fees,
property survey, and energy reports.

e $100 million in grants made so far, which has helped to finance approximately
2,500 ADUs. FY 24 includes another $25 million to continue program

e Local efforts are small, not scalable so far

For moderate and lower income owners, cost and complexity
are the most significant barriers

Lack of financing options

Design, permitting costs and site challenges

Unexpected costs during construction

Unfamiliarity with the ADU construction
process keeps a lot of homeowners on the
sidelines



ADUs for All: Paper Recommendations

e Build the capacity of community organizations to reach out to

homeowners and provide assistance on ADUs

e Expand tailored financing resources and homeownership counseling to

low- and moderate-income households

e Streamline ADU permitting and approval processes at the local levelin

order to reduce cost and complexity for homeowners

e Create clear state and local pathways to bring existing, unpermitted ADUs

up to code

TERNER
CENTER

=HOUSING
= INNOVATION

California ADU legislative

progress



California ADU Bills - 2019 - 2023

e AB 3182 - ADU or JADU shall be deemed approved (not just subject to ministerial
approval) if the local agency has not acted on the application within 60 days

e AB 976 - permanently prohibit local ordinances that require property owners to
live in their ADU

e AB 68, AB 881, SB 13 - application review timeline to 60 days, impact fee
exemptions under 750 sq ft., state agency enforcement of laws
e AB 671 - localities must plan incentivizes to creation of ADUs affordable to very

low-, low-, or moderate-income households. State must develop a list of state grants
and financial incentives in connection with goals.

e AB 670 - prevents CC&R and HOAs from restricting ADU construction
e AB 1332 - soon to be signed, localities must adopt pre-approved plans

TERNER
CENTER

=HOUSING
= INNOVATION

Local Innovation 1: San Diego
ADU Bonus Program




e Additional ADUs are one deed restricted unit per market rate unit built

e Deed restrictedunitstimelines are determined by income
o 15 years- moderate income
o 10 years -low income

e Affordable ADUs shall be comparable in siz¢ bedroom mix, amenities and features to
market-rate ADUS.

e In asingle familyzone, the affordability restriction will be on title in second lien position.
In a multifamily zone, the affordability restriction will be on title in first lien position.

e Existing city land use regulations for floor area ratig lot coverage, and height requirements
influence the number of additional units that can fit on a given lot.

e The City of San Diego has gone above and beyond these state laws, in part to achieve
compliance in its Housing Element.

e In 2020, the City received a planning target of 108,036 new housing units over the next
8 years, 64,179 of which must be affordable to moderate - orlower-income residents.

e Key elements of the program:
o Transit Priority Areas - Unlimited ADUs
o Outside of TPA - 2 additional ADUs per lot

e Result: Nearly 300 deed -restricted ADUs are being built without public subsidy.



Figure 1: Number of Deed-Restricted ADUs Permitted in San Diego,

with projected ADU Bonus Program Units Pro gram By The Numb ers

350~ Figure 2: Breakdown of ADU B Program Projects (January
2021-November 2022)
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e Maximizing the number of units allowed on a given lot

e Leaning on ADU state laws

e By-right ministerial approvals for extra units

e Lien positioning and commercial loans with existing home

e San Diego Housing Commission administers deeerestriction



6 units, 2bd/2ba

9 studios + Renovated Triplex

B s

Collaboration between San Diego Planning staff and Building community
o Development Services Department (DSD) and Project Manager
o Annual codes rewrite

Benefits for Smaller Scale Builders
o More likely to be led by women or people of color
o Lower cost to build missing middle housing
o Easier financing with prospective rental income

Lower cost to build missing middle housing

Drawbacks
o Limited homeownership units and family -sized units
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e List of pre-approved designs approved by the city

e Vetted ADU companies and their approved designs are
listed on the city website

e 5 Page “ADU UNIVERSAL CHECKLIST” to fill out

e Permits are approved within 24 hours or within a week
(depends on submittal)

Villa 450
1bed | 1bath | 44¢

240 bath | 56 th | 747 sq. ft.

Vila 750
2beds

Local Innovations 2: Pre-
approved ADU Designs

Citypaks

Website: hitpsu//citypaks.com/

Contact: lori@citypaks.com or 408-412-1154
What's Preapproved

* 589 sq. ft. 1 Bedroom ADU

Connect Homes
Website: https://connect-homes.com/san-jose-adu
Contact: helio@connect-homes.com or 888-959-2261
What's Preapproved:

* 460 sq. ft. 1 bedroom ADU
« 640 sq. ft. 1 bedroom ADU

Framework First

Website: hitps://frameworkfirstco pre-approved-adus/
Contact: mali@frameworkfirst.com or (831) 596-5969

What's Preapproved
* 660 Sq.ft.1 bedroom, 1 bathroom

Inspired ADU
Website: https:/inspiredadus.com/contact-sanjose
Contact: hello@inspiredadus.com or 800-503-5769
What's Preapproved:

* 747 sq. ft. 2 bedroom

J. Kretschmer Architect

Website: hitp: eladu, com/nreannroved-ady
Contact: getadu@jkratschmer.com or 408-221-0771
What's Preapproved:

« 476 50, ft. 1 bedroom ADU



Napa Sonoma ADU, a project of the Napa Valley Community Quastions to Ask the City Planner

1. AmIallowed to build an ADU on my

Foundation and Community Foundation Sonoma County, collects > ey have handousor aditona

information? Are ADU resources on the
resources that aid in the creation of accessory dwelling units. Y- A
. watch out for?
Resources include: 4. Ry POk B KOS
Fow long does it usually take to obtain

e ADU Calculator > approval, and how many times do

« K 0% ;xlaapnli;ams typically need to resubmit
Can I Build It?” Address lookup tool R - P ——
. lot coverage apply to the ADU I hope to
ADU home match service e i
" standards should I know about, such as
Example floor plans sebacks?
i Lo . 8. Does the city have an estimate of my
Design, permitting and construction workbook 5. Do e oy o s o
coverage?

Policies and zoning requirements across all Napa and 10. Wil need 1 add parking? Doss

my existing home meet parking

. . .. requirements? Do state law parking
Sonoma county jurisdictions exermptions apply to my situation?

11. (If converting an existing garage or
accessory building) How do I know if my
garage was built legally?

12. Are there restrictions on how I can use my
ADU?

Related Resources

Accessory Dwelling Units |ADUS)
O Pre-aprroved ADU Studic Plans
[ Pre-approved ADU One Bedroom
Blans
[ Pre-approved ADU Two Bedraom
Blans
Government Process Matters: “First, make sure you are registered and activated at our Online ]

Samele Site Plan for Oakland
Permit Center. For instructions, please visit our Planning & Building Video Tutorials webpage.” A S

[ Aoplication for Accessory Dwelling
Units (ADUS) - Single Family.

D Acglication for Accessory Dwelling
Units (ADUs) - Multifamily

FLOOR PLAN

[ Your Guidebeok to Single-Family.

CALFORNA ELECTRCAL CODE NOTES

e

ELECTRICAL PLAN




Thank you

Subscribe to our monthly An overview of recent&
housing research upcoming Research
newsletter

SCAN ME SCAN ME
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ADU Financing

Laurie Goodman,
Institute Fellow, Housing Finance Policy Center
Urban Institute

Maine, Governor’s Office of Policy Innovation and the
Future
September 29, 2023
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Accessory Dwelling Units (ADUs)

= ADUs are small second housing units on the same lot as a singlamily home. They can
include backyard cottages, basement apartments, or garage conversions.

= Historically, most singlefamily residential zones in the US prohibited ADU construction
But today, cities and states are increasingly permitting ADUs to be built on singfamily
lots.

= The state of California. Oregon, Maine and a number of cities including Minneapolis (MN),
Austin (TX), Seattle (WA), and Burlington (VT), allow ADUs as a matter of right.

= The problem: Financing ADU construction is proving to be a major hurdle the issues are
very similar to those in renovation financing.

cURBAMWN - INSTITUTE -



Wh

= The

at does As of Right Zoning for ADUs look like?

states of California.Oregon, and Maine, as well as the cites of Minneapolis MN Seattle WA,

Austin TX, Burlington VT and several other communities are now permitting ADUs in single family
zones as a matter of right.

= In the state of California if the lot is zoned for single family use, the owner can build and rent out
an ADU (up to 1200sf) as well as a junior ADU (up to 300 sf) on the property, regardless of lot

size
| |
n

cURBAN -

Restrictions on lot coverage and minimum lot size are prohibited.
Parts of structures such as storage units and garages can be turned into ADUs.

Setbacks are no longer required, or are limited to four feet, increasing buildable space. Fire code
setbacks still apply.

AnADU is not required to have parking if it is within a half mile of public transit, is part of a
proposed of existing primary residence, or is in a historic district.

AnADU can be built even if the homeowners association restricts or prohibits it; it can also be built
in a historic district and can be added to homes subject to historic preservation.

INSTITUTE -

ADU Permit Applications in California

40.000
30,000

20,000

10,000 All Other Areas
B San Diego
0 W LA Area

2017 2018 2019 2020 2021 2022
Preliminary

I/C\ottage

Source: Cottage
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How can homeowners finance renovations or ADU construction?

= Homeowners can finance ADU construction in a few ways:

= Cash, personal loans, and short-term loans

= Home equity extraction - Home equity loans, lines of credit, cash-out refinance

= Renovation financing

= Federal-agency backed renovation financing from Fannie Mae, Freddie Mac and FHA

= Private financing from banks, credit unions and state HFAs

cURBAMNW - IHNSTITUTE -

Tapping home equity to finance renovation or ADU construction
is best suited for wealthy households

= Home equity lending:
= Underwriting standards for home equity lending are very strict:
= Average FICOs for HELOCs are in excess of 760; high income requirements
= Home equity lending is capped at 80% of the current market value of the property.
= Doesn't consider future rental income the ADU will generate

= Home equity lending is based on property value at the time of loan application; i.e., it doesn't
consider the value of improvements. Appraising how much value new construction will add isn’t

easy.
= Best suited for property owners with lots of equity, substantial savings or income.

= To get financing based on “after -repair value,” one needs renovation financing; it is difficult to get
financing based on the future income of the ADU.

cURBAMWN - INSTITUTE -



Federal renovation financing is cumbersome and expensive
for lenders

= FHA 203 K program has two forms:
= Limited form: Max $35,000 loan; minor remodeling and nonstructural repairs.
= Standard form:

= Lenders must review contractor credentials, experience, work plans, cost estimates, etc.
Must ensure quality workmanship and timely completion (adds substantial cost,
uncertainty and risk).

= Repairs to start within 30 days of closing and completed in 6 months. Delays/cost
overruns require lender involvement.

= Borrower must hire a HUD consultant to oversee the renovation process.
= 10-20% of the total loan amount must be set aside as a contingency.

= Median renovation loan amount in 2020: $75,000; Less than 4000 loans made in 2022

cURBAMNW - IHNSTITUTE - 7

Federal renovation financing is cumbersome and expensive
for lenders

= Fannie Mae Homestyle Program, Freddie Mac CHOICE Renovation:
= Repairs must be completed within 12 months.
= A contingency must be set aside for cost overruns.
= No consultant is required, but the GSEs have recourse to the lender during the construction period.

= Essentially, lenders are on the hook for any delays cost overruns and poorquality workmanship;
most are unwilling to take the risk.

= New Program: Freddie MacCHOICERenovationeXpress

= Up to 15% of the purchase value of the home in a high needs area10% elsewhere, can be used for
renovations.

= No lender recourse.

= Less than 15K loans made through all Fannie/Freddie programs in 2022.

cURBAMWN - INSTITUTE - 8



Denial Rates on Renovation Financing are High

Denial Rates by Loan Purpose in 2022

40.0%

35.4%

35.0%
30.0%

25.8%

25.0% 23.0%

20.0%

15.0% 12.9%

10.0%
5.0%

0.0%
Purchase Rate-term Refinance Cashout Refinance Home Improvement

URBANINSTITUTE
Source : Home Mortgage Dsisclosure Act Data (2022)  and Urban Institute Calculations.

cURBAMNW - IHNSTITUTE - 9

Obstacles to Counting ADU Rental Income toward Mortgage
Qualification

= The owner of the risk has no guarantee the unit will be used to generate rental income; the homeowner
may use it as a home office or allow relatives to use it at a non-market price.

= The time frame for completion before the unit begins to generate income could stretch out.
= There is no lease in place, hence the rental income is uncertain.
= FHA and the GSEs do allow some counting of rental income

= FHA, April 13, 2023 Mortgagee Letter: FHA will use 50 percent of the lesser of: (1) fair market rent
reported by the Appraiser; or (2) the rent reflected in the lease or other rental agreement. The amount of
the Rental Income from the ADU used as Effective Income may not exceed 30% of the total Effective
Income used to qualify the Borrower.

Freddie Mac will count up to 75% of the prospective income, but the amount cannot exceed 30% of the
total effective income used to qualify the borrower.

= Fannie Mae does not count rental income, unless the unit is already complete and rented.

cURBAMWN - INSTITUTE - 10



How can we improve availability of renovation financing to
spur ADU construction?

= Overcoming barriers to ADU Lending:
= Homeowners are unfairly penalized by lending rules:

= ADU underwriting should provide 50 -75% percent credit for future rental income; this will help qualify lower
income and senior homeowners living on fixed incomes. This income should not be limited to 30%; raise the
cap.

= Appraisals should be completed on an “after -repair” basis. This is difficult for ADUs today due to lack of
comps. The GSEs could share info on the value add, as well as the rental income, due to the addition of ADUs.

= Raise the maximum 80% LTV cap for home equity lending to 90%,  as long as funds are used to improve the
home (for example, to finance renovations/ADUs), and 95% if adding a factory build ADU.

= Raise the threshold for FHA's Limited from program and Freddie's ChoiceReno eXPress program; Fannie Mae
should roll out a similar program without lender recourse.

= Second lien financing is important.

cURBAMNW - IHNSTITUTE -

Improvements in Renovation Financing:
Overcoming the risk of cost overruns and delays

= Federal agencies and lenders need reasonable assurance that construction will be completed on time and
within budget.

= Hire a reputed entity to oversee construction at a fixed cost.

= Case Study: The City of Detroit teamed up with Home Depot during the last foreclosure crisis to repair
thousands of abandoned homes. The project was financed by Rock Central, Rocket Mortgage’s
Philantropic Arm.

= Home Depot deployed contractors from its approved vendor list. Contractors on this list are
subject to quality standards, background checks and other vetting to ensure a level of quality.

= Repairs were standardized to minimize labor and materials costs. Large economies of scale.

= Financing was philanthropic, but it proved that the model works.

cURBAMWN - INSTITUTE -
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PATTERN ZONES
AND PRE-APPROVED BUILDING PROGRAMS

Overview




Premise

Incremental
Development

It's better when
neighborhoods grow in
familiar patterns.




Allowable

/\Nhat

gets
built Convenient

Marketable

Observation

Scaling
Factors

Convenience in permitting
drives market response.
Careful pre-approvals
could be the foundation
for a new market standard.



Case Study: Pre-approved Building Program

Claremore, Oklahoma

Profile: Small college town. Commuter flows to Tulsa. Builder-
focused process.

Goals: Quick start with a pilot project. Preference compact single-
family products.

It's new

Comprehensive package includes new UDC with pre-approvals.

It's popular

Even subdivision developers are starting infill projects.

It's fast

Most permits released in <96 hours, and many in <48 hours!




Coordination

Standards and Best Practices

An open-source plan is licensed for construction free of charge by the
designer or architect.

A pre-approved building has a contingent building permit on
file with the building safety division. A pattern zone
combines pre-approved buildings with programmatic
enhancements.

@ 8-12 choices per building type

Thematic variations of
buildings

Supplemental application
criteria

@ Applicants opt-in
@ Sponsored plan fees

@ Easy portfolio swaps



Variations-on-a-theme

This pre-approved cottage in Bryan TX is expressed in four
variants and inspired by a locally loved house.

T WIVUHU THAUE UPLUHD IIAUUT @ Ya1oye, 0 1URY SLLEIJIUTE apai i,

and a standard apartment. The second floor plan will work with any

ground floor option.

+ Facade options include both single- and double-porch, simple stair

access for second floor, and & carport option.

[

Two-Story Garage Cottage

Single-Story Side

Two-Story Twin Unit Side/Front

"
|
J

Double-Porch Twin Unit Side/Front







Platform

Simple and Predictable

Applicants select a building and site diagram from a pre-approved list.

#Apgs @ AbcutUnbersity,. @ CAD s of 241, @) 10 Imcualve Desl., @ CONANERIZATI

> Paitern Zone

IMe-Aprevec Buildngs ~arvour osey

404 8. College Ave.
Neighberhoad Gon?emﬁon Zoning (NC) W
Pra-Approved Building Typas for this Proparty

» Agartment House (all types)
* Walkup Apartmant (two story)

« Single Family (all tynes)

1 Accessory Dwalling Unit (all typas)
+ Flay Housa

= Live Work

+ Duplax (all types)

Sears Bungalow
Single Family
1800 Sq. F4. 3 bads 2 Bath

Flex House 1
Single ar Two Family
1800 5q. 4. 3 hads 2 Bath

Walkup Apartment

Cab Forward
Single Family
1600 5q. F1. 3 bads 2 Bath

Flex House 2
Single or Two Farnily
1800 Sq. F1. 3 bads 2 Bath

@arden Cottage 1

Garage Cottnge
Accessory Dvelling Unit

Apartmem House
Four Family
1200 Siq. Ft. 2 badg 1 Bath

Garden Cottage 2

i Readng Lat




Platform

Click to Start

Applicants click to send professionally packaged applications to planning offices.
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Site Diagrams ~ Supplemental Criteria

salect ona mandatory far pra=approval

@eneral Conditions for Pre-Permitted
Projects
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prajeets ust sampy ot s s
corc s do e vz an agece t2d
nomt e g deeaspzatand ki dimg
n pemd, Pr2es r.l* Jorctesfom
% c,Jblc W Ty 9 e

'@B; Touhac m! WD

i Uk wzll 13

o 2 Unifed evedoamsrt oo Je ihee

I e A a s steviss artweonthy oo 21
Alley-Loaded lot M0 S g b el

Do (ese Cordd Cordidors

corTd,

4 rr- 180 407 'ﬁ-rr |herstanitars tasrar

amvaive sfqu Y ua"l" orteza

rorntaneis sir et eha o albm e

b el apliosr), el

plar skl 23 cooffac baur dany ey
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Flax Housa 1 Plan Details O ] sy

Mt Lot Fronage: A5 Full Sz POF set of drawings suitable for : s e Fnare pater

Tt Sqursfootage 1500 cantractor pricing and bank appraisal. bl % tay 22 ezt onar pase,
v, 1 s, Paban Lo I

EGdfOOWIi:. i - corsTlets] a5 ooy stuens do
Battrooms: 25 Front-Drive Lot

Wster koo Oround FO0 L | i POF oot of camings vithbasic

Dimensions: 160 floot plans,dlectons, and 3 images. Flex House 1 at 404 §. College Ave.
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