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September 12, 2006
TO:
Mayor and Councilmembers


Chair and Boardmembers

FROM:
Housing and Redevelopment Division, Community Development Department

SUBJECT:
Transition House Subordination Request For 421-425 East Cota Street
RECOMMENDATION:
A.
That the Redevelopment Agency Board approve the subordination of an Agency loan for the Transition House property located at 421-425 East Cota Street to a refinanced first trust deed loan;
B.
That Council approve an amendment to its affordability covenant on the Transition House property and adopt, by reading of title only, A Resolution of the Council of the City of Santa Barbara Approving the Conditional Subordination of the Affordability Covenant on the Mixed Use Property Located at 421-425 East Cota Street and Owned by Transition House to a Refinanced First Trust Deed Loan; and

C.
That Council and the Redevelopment Agency Board authorize the City Administrator and Executive Director to execute the affordability covenant amendment and subordination agreements subject to approval by the City Attorney and Agency Counsel.
DISCUSSION:

Introduction

Transition House is a local non-profit organization that has operated a homeless family shelter since 1992 at 434 East Ortega Street. Transition House requests that the Redevelopment Agency and City subordinate loan and affordability covenant documents in order to allow for refinancing of its property located adjacent to the family shelter at 421-425 East Cota Street, a site commonly known as the “Mom’s Property.” Transition House acquired the mixed-use (residential and commercial) property in 1999, with Santa Barbara Bank and Trust (SBB&T) providing a seven-year first trust deed loan and the Redevelopment Agency providing a loan in second position. The City’s affordability covenant covering the residential units was recorded against the property, as well. The SBB&T loan is now due, and SBB&T has agreed to provide a new loan, as long as the Agency and City agree to the requested subordinations.

Property

Transition House adapted the ground floor of the 425 E. Cota portion of the property to accommodate its administrative offices and program space and gradually moved its formerly homeless clients into eight existing residential units located on the second floor. This enabled Transition House to move its offices and programs out of 434 E. Ortega. This move, coupled with significant remodeling currently underway at 434 E. Ortega, will enable Transition House to greatly expand its homeless family shelter.

The 421 E. Cota portion of the property includes a single-story building that was the location of “Mom’s” – a long-standing restaurant that closed before the acquisition by Transition House. Transition House had been considering plans for demolishing the building and replacing it with a new building that would include space for child care on the ground floor and affordable rental housing above. With the recent acquisition of the Haagen Printing property directly across the street by the City’s Housing Authority, new plans are being considered for future joint development of the two properties. In the meantime, Transition House is leasing the property to a commercial tenant to help defray carrying costs for the property.
Original Financing

Transition House originally financed the property acquisition in 1999 from the following sources:

SBB&T 1st Trust Deed Loan:
$727,578


RDA Loan:
320,000


Private Fundraising:
1,952,422

Total:
$3,000,000

The original SBB&T loan had a term of seven years, which has now come due. The RDA loan in second position is the Agency’s typical 30-year, three percent interest, residual receipts and deferred loan. The extensive private fundraising came in the form of several generous local charitable cash grant contributions.

New First Trust Deed Loan

SBB&T has agreed to provide Transition House with a refinanced first trust deed loan. The term of the new loan would be longer – 15 years, and like the original loan, payment amounts would be calculated as if the loan had a term of 30 years. The interest rate would be similar to that of the original loan – seven percent interest for the first seven years and thereafter a rate indexed to the weighted average of Interest Swap Rates as published by the Federal Reserve Board.

The principal amount of the new loan ($675,000) is less than the original loan ($727,578). Transition House has steadily made payments on the original loan and is not seeking to refinance beyond the current balance of the original loan.

The new loan would have no prepayment penalty – a useful feature in the event Transition House receives large unexpected contributions in the future. And, as noted above, SBB&T would provide this loan only if the Agency and City agree to the requested subordinations of loan and affordability covenant documents.

Security

The Agency’s security position has improved over time, with the gradual reduction in principal of the first trust deed loan and with the increase in value of the property. A recent appraisal estimates the value to be $5,269,000. The Agency’s funds are thus in a very strong security position that is quite atypical for most publicly funded affordable housing projects.

The City’s affordability covenant would need to be amended to include a provision giving the City the right to cure any default and take over the property, pursuant to state law as described below.

State Redevelopment Law

Since the Agency used Housing Setaside funds to help finance the project, subordination of the City’s affordability covenant is subject to State redevelopment law. California Health and Safety Code Section 33334.14 requires that certain findings be made if affordability restrictions are to be subordinated. As discussed above, SBB&T is requesting such subordination. The key finding is that no other "economically feasible alternative" source of financing without the condition of subordination is available. That is clearly the case in this instance. Furthermore, in staff's experience all conventional lenders would require first position security for such loans.

Another required finding is that, in the event of a default by Transition House under the bank’s deed of trust, the affordability restrictions recorded against the real property will provide the legal remedies anticipated and called for under California Health and Safety Code Section 33334.14. As described above, these remedies include the right to cure the default and take over the property, thus preserving the affordability restrictions. Amending the affordability covenant accordingly would give the City this right. By adopting the attached Resolution, the Agency will make the required findings and approve the subordination as requested.

Conclusion
Staff recommends that the City and Agency continue the strong support they have demonstrated for Transition House over the years and amend the affordability covenant and subordinate the loan and amended affordability covenant accordingly. This will enable Transition House to continue to help address the needs of homeless families in Santa Barbara.
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