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�any U.S. households are struggling to 
fi nd housing they can afford. The de-
mand for affordable housing is over-

whelming. At the same time, our nation’s sup-
ply of affordable units is shrinking. 

Half of the 43 million renters in the United 
States earn less than 60 percent of their area me-
dian income (AMI), but only 10 million units are 
available to meet that need. Despite these grow-
ing concerns, many affordable units are taken 
out of circulation each year due to obsolescence, 
disrepair and gentrifi cation, adding to the na-
tion’s forever-growing defi cit.  

One of the ways that this massive economic 
challenge is being addressed is through preser-
vation investment strategies focused on acquir-
ing, improving and protecting existing afford-
able properties. Investing in existing affordable 
rental communities offers investors the oppor-
tunity to positively impact housing stability 
and quality of life for those who live and work 
in high-demand areas. 

Especially in high-cost markets, affordable 
housing plays an important role in allowing 
community members access to quality hous-
ing so they can work, pursue an education and 
support their families without long, costly com-
mutes. Furthermore, it protects seniors from be-
ing priced out of their neighborhoods. 

At Preservation Equity Fund Advisors (PEF 
Advisors), we feel strongly about the impor-
tance of investing in existing affordable rental 
communities. Ensuring those who need safe 
and affordable housing have access to it pro-
vides a signifi cant public benefi t and creates in-
vestment opportunities. 

High-cost markets, such as Seattle, the San 
Francisco Bay Area, Denver, Washington D.C. 
and several communities within Southern 
California to name a few, are particularly vul-
nerable to the loss of affordable housing stock, 
and investment in these markets is crucial to 
preserving these assets. Our affordable housing 
investment strategy offers investors the chance 
to make a positive impact while acquiring an 
asset class with stable income, the potential 
for appreciation and a possible hedge against 
recession. 

Providing affordable housing options in high-
cost markets is critical to the overall economic 
vitality and safety of a community. A recent 
study conducted by the Livable Cities Lab at 
the University of California, Irvine, found that 
affordable housing does not contribute to crime 
and increases home values in Orange County, 
California. 

By examining residential home sales between 
2001 and 2020 near affordable housing com-
munities, the researchers discovered that home 
values rose, especially in affl uent communities, 
which often claim affordable projects will drive 
down resale values. Regarding crime data, the 
researchers found that the development of af-
fordable housing communities did not increase 
crime, and, in fact, decreased property crime in 
most instances. 

LIHTC Program Is Invaluable
The Low-Income Housing Tax Credit (LI-

HTC) program has served as a critical policy 
tool in preserving and expanding the supply of 
affordable housing. The program provides pri-
vate investors with an incentive to make equity 
investments. 

LIHTC investors benefi t from federal 
tax credits. The tax credits associated with 
affordable housing expire after 15 years, and 
it’s this expiration that creates an investment 
opportunity. PEF Advisors acquires assets 
with recently expired tax credits that may not 
be eligible for another round of tax credits or 
re-syndication yet needs focused capital to 
extend the community’s useful life and prevent 
it from going into disrepair.  Herein lies the 
opportunity: The original investors want out, 
the asset needs recapitalization, and fresh 
ownership can improve operations and help 
keep these properties looking like their market-
rate neighbors.   

Impacting True Affordable Housing
Not only is PEF Advisors looking to help fi ll 

the gap in the affordable housing life cycle, but 
it’s also looking to truly impact those with low 
incomes. This is what we like to call “putting 
the capital A in Affordable housing.” 

Nearly 22 million rent-
ers in the United States 
earn 60 percent or less 
of AMI, which is consid-
ered low-income, and 
only 10 million housing 
units exist to house those 
people at a rent they can 
afford. While many strat-
egies include “naturally 
occurring” or “work-
force” housing as part 
of their affordable strat-
egies, these investments 
cannot means-test their 
tenants to ensure they are truly low-income.  
Just because the rent is affordable, doesn’t mean 
someone living there is low-income.  

For that reason, we restrict our investments 
to those that qualify as public-welfare invest-
ments. Specifi cally, 51 percent of the units in 
each investment are rented to those making 80 
percent or less of AMI. An income test is per-
formed annually to ensure that the investment 
continues to impact those in greatest need. 

It is interesting to note that the portfolio we 
have assembled over the past fi ve years refl ects 
a resident base at 55 percent of AMI on average 
— well below the upper threshold, while simul-
taneously seeing gains in property performance 
and valuations due to improved operations and 
focused capital plans.  

Safe, clean and affordable rental housing is 
not only a stable asset class, but also contributes 
to the well-being of our communities and the 
U.S. economy. At PEF Advisors, we are focused 
on removing fundamental barriers and solving 
the root problems of the affordable housing cri-
sis, not tending to the symptoms. 

Our funds seek to acquire properties that are 
not being effi ciently managed, address deferred 
maintenance and capital needs, and improve 
operating and management effi ciencies in ways 
that benefi t both our residents and our partners 
alike. 

Ann Caruana is president and chief investment offi cer at Irvine, 
California-based Preservation Equity Fund Advisors (PEF Advisors).
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