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HR&A is a real estate and economic development consulting
firm working at the intersection of the public and private
sector. Our work transforms communities and revitalizes
urban environments in the United States and abroad.
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Access to financing is necessary for the widespread development of ADUs in a 
community. 

Developing an ADU is a significant construction project, often costing over $100,000. Most
households do not have the available cash and must rely on financing. Fortunately, there are a
wide range of tools that can be used to finance an ADU.

Source: acessorydwellings.org

Source: Wikimedia Commons



HR&A Advisors, Inc. 3

Which financing tool is the most appropriate depends on the public policy goal.

Source: Shutterstock Source: acessorydwellings.org

Goal 1
Increase 

ADU production

Goal 2
Build wealth for LMI 

homeowners

Goal 3
Create affordable 

ADUs
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Traditional Mortgage Products

“Seller Financing” 

Affordable Housing Financing

The financing tools that can be used for ADUs can be organized into three categories 
that support different policy goals. 

Key: Traditional Mortgage Products | Seller Financing | Affordable Housing Financing



HR&A Advisors, Inc. 5

Acquisition-
rehab
mortgage

Enables homebuyers and owners to finance both the purchase or refinance
along with the renovation of a home through a single mortgage, based on
the increased property value after renovation. Examples of this type of loan
product include, FHA 203(k) loan and Fannie Mae HomeStyle Program.

Home equity
line or loan

Loan or line of credit secured by available equity in your home, typically up
to 85% of the value of your. Most mortgage lenders offer these products.

Construction
loan & refi

A construction loan for construction costs that is then paid off and replaced
with a standard mortgage secured through a refinancing based on the value
added by the ADU.

New ADU
Products

The market currently does not have products design specifically to support
the development of ADUs.

In DC, traditional mortgage products are regularly used by homeowners to produce or 
purchase ADUs. 

Traditional Mortgage Products

| Traditional Mortgage Products 
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There are a number of barriers to accessing traditional mortgage financing for ADUs.

Source: Shutterstock 

Loan-to-value ADU valuation methods are inconsistent and can make it difficult to meet LTV
requirements.

Qualifying 
income 

Not all lenders allow ADU-generated income to count towards income
requirements.

ADU legality
Lenders are inconsistent about legal documentation required for a property
with an ADU.

Credit score As with any mortgage, credit score requirements can present a challenge for
some homeowners who want to build ADUs.

Common Barriers 

| Traditional Mortgage Products 
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“Seller Financing” is being offered by multiple ADU builder with a variety of terms. 

Source: http://www.dweller.com/faqs/

Costs Developer is responsible for all construction and installation, as well as the
maintenance costs; pre-fab ADUs lower costs.

Ownership

Developer owns the ADU, while the property owner owns the land.
Developer pays homeowner 30% of rental revenue each month under a
lease agreement.

Tenants  
The property owner has the choice of identifying qualified tenants for the
ADU, but can let developer select qualified tenants in which case, developer
guarantees a minimum monthly payment to property owner.

Exit 
Property owner can purchase the ADU at any time based on a declining
buyout payment established in the lease agreement. At the end of the 25-
year lease term, the property owner will own the unit outright.

Seller Financing – Dweller Case Study 

| Seller Financing
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Existing affordable housing financing can be adapted to create affordable ADUs or 
help LMI homeowners build wealth. 

Public or 
philanthropic 
grant or soft 
loan

Public grant/loan programs and/or philanthropic funds can be targeted to
finance development of ADUs in exchange for affordability requirements.

Local loan 
pool

Private loan funds can be leveraged to provide below-market loans to
income-eligible homeowners for ADU construction (see Baltimore Healthy
Neighborhoods and Santa Cruz case studies).

Rental 
assistance 
voucher

Rental assistance vouchers could be tied to ADUs providing a guaranteed
source of rental income that could be underwritten.

Affordable Housing Financing Tools

| Affordable Housing Financing
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Background: The Portland Housing Bureau is piloting a 5-year, $3.5 million ADU loan program that will
provide resources to build approximately 40 ADUs in a rapidly gentrifying part of the city. The goal is to
prevent displacement and build wealth for low- and moderate-income homeowners by generating
additional income through rents charged on the ADU. Rents in assisted ADUs will not be regulated; however,
the unit cannot be used as a short-term rental.

Portland ADU Pilot Program

Source: https://www.portlandoregon.gov/phb/article/648521

• Up to $80,000 loan for ADU construction; additional $15,000 loan available for home 
repair   Loan Amount

• Up to 80% or 120% of AMI; eligible homeowner must have resided in urban renewal 
area since at least 2001; home most contain interior attic or basement space conducive to 
ADUs; current on taxes and mortgage

Borrower Eligibility

• N/AEquity Requirement

• 0%Interest Rate (%)

• 180 equal monthly payments for 15 years ($80,000 = $444/month); pro-rated repayment 
due upon sale of property

Term

| Affordable Housing Financing
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Background: In 2007, Healthy Neighborhoods, a nonprofit organization committed to improving targeted
Baltimore neighborhoods, created the Healthy Neighborhoods loan pool, a $30.5 million private loan pool,
in partnership with local banks and philanthropic organizations. The fund provides special below-market
purchase and rehab loans to homebuyers and homeowners in Baltimore City to encourage investment and
standard-setting renovation.

Baltimore Healthy Neighborhoods Loan Pool  

• Up to 110% of after-rehabilitation loan to value, as established by appraisal; limited to 
a maximum loan amount of $295,000; no PMI required; $10,000 matching grant from 
the City

Loan Amount

• Minimum credit score of 620 is required; 30/40 (front-end & back-end ratio)Borrower Eligibility

• At least 3% of purchase price plus rehab amount Equity Requirement

• Discounted permanent interest rate 100 basis points below the 60-day Fannie Mae rateInterest Rate (%)

• 30-year permanent loan, 12-month construction termTerm

Source: https://healthyneighborhoods.org/our-loans/purchase-rehab/
| Affordable Housing Financing
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Background: In 2003, the City of Santa Cruz partnered with a local credit union to create a loan pool that
provided low-interest loans to low- and moderate-income homeowners for the development of ADUs with
affordability requirements. The City funded the loan pool with a state grant, while the credit union
provided 50% of funds for each loan.

Santa Cruz Loan Pool 

• Up to $70,000 Loan Amount

• Low-income homeowners earning up to 80% of AMI, who agree to rent to 50% or 80% 
AMI residents for 15 or 20 yearsBorrower Eligibility

• 50% of loan amount as equity in the homeEquity Requirement

• Interest rates are at 3% for very low-income (50% median) renters and at 4.5% interest 
rate for low income (80% median) renters

Interest Rate (%)

• 15- and 20-year loans based on a 15- and 20- year affordability requirement Term

Source: http://www.cityofsantacruz.com/home/showdocument?id=8872
| Affordable Housing Financing
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30-year Loan 10-year Loan
30% AMI $580 $31,044 $15,712 
50% AMI $966 $95,998 $48,587 
60% AMI $1,160 $128,496 $65,035 
30% AMI $663 $44,918 $22,734 
50% AMI $1,104 $119,121 $60,290 
60% AMI $1,325 $156,243 $79,078 2-

Pe
rs

on
1-

Pe
rs

on

Affordable Rent

Affordable rents in DC are sufficient to cover a significant portion of the cost of 
developing an ADU.

| Affordable Housing Financing

Schedule of Supportable Debt

Note: See assumptions on following slide.  
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Note: Rents are based on HUD income limits for D.C. and assume a 30% cost burden.  

Financing Assumptions
Interest Rate 5.00%
Amortization Period 360
DCR 1.2
ADU Value $100,000

Housing Costs
Insurance $750 annual
Property Tax Rate 0.85%
Utilities $120 monthly
Repairs and Reserves $175 monthly
Vacancy Rate 8%

ADU Revenue
Rent $966
Vacancy $80
Revenue $1,046

ADU Operations
Property Tax -$71
Utilities -$120
Insurance -$63
Property 
Management $0
Repairs and 
Reserves -$175
Operating 
Expenses -$428

Net Revenue $618 
Supportable Debt ($95,998)

| Affordable Housing Financing

Even with relatively conservative assumptions it is possible to support considerable debt 
if long-term financing is available. 


