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TO:
Chairperson and Boardmembers
FROM:
Housing and Redevelopment Division, Community Development Department
SUBJECT:
Mental Health Association Project At 617 Garden Street
RECOMMENDATION:

That the Agency Board approve an increase of $500,000 in Redevelopment Agency Housing Set-Aside funds to the previously approved loan of $4,600,000 to the Mental Health Association in Santa Barbara County for development of an affordable housing project at 617 Garden Street, and authorize the Executive Director to execute a Loan Agreement for $5,100,000 with Mental Health Association in Santa Barbara County and related documents in a form acceptable to Agency Counsel.
EXECUTIVE SUMMARY:

This high priority community project has long been planned by the Mental Health Association in Santa Barbara County (MHA) and its developer, Bermant Development Corporation. It features affordable housing for low income downtown workers and MHA clients that will be managed by the Housing Authority, office and program space for MHA, and office space that could be available for purchase by the City. On July 15, 2003, the Council and Agency Board conceptually approved a $4.6 million loan for the project.  In October, 2005, the Agency Board gave formal approval to the $4.6 million loan. However, since July of 2003, construction costs have increased and MHA is now requesting an additional loan from the Agency of $500,000 to fund a portion of the cost increase.
DISCUSSION:

Background:

MHA acquired the property at 617 Garden Street in 2001 and over the years has proceeded with plans to construct this mixed-use Project on the site and on the adjacent City-owned 35-space parking lot at 627 Garden Street. The Project will include the following uses:

· 25 affordable rental units for low income downtown workers;
· 26 affordable rental units for very-low income MHA clients;
· MHA office space of about 5,000 square feet;
· Fellowship Club space of about 5,200 square feet for MHA clients;
· Approximately 3,000 square feet of office space for government or non-profit use; and
· A two-level parking garage with a total of 110 parking spaces (including 35 replacement parking spaces to be dedicated in perpetuity by an easement to the City for use by City employees).
Fifty of the units will be one-bedroom units of 600 square feet in size and one would be a two-bedroom manager’s unit. Rents for the 26 very-low income units for MHA clients will be targeted to no more than 50% of Area Median Income or about $570 per month (and MHA will also be seeking Section 8 rental assistance for these units). Rents for the 25 low income units for downtown workers would be targeted to no more than 60% of Area Median Income or about $690 per month. These restrictions will be ensured by a 60-year affordability covenant recorded against the property.
The Project has been before the Planning Commission, Council and the Agency Board on several occasions, including the following:

· On July 15, 2003, Council and the Agency Board conceptually approved $4.6 million in affordable housing loans;

· On October 28, 2003, the Agency Board approved a predevelopment loan in the amount of $385,000 from State HELP funds;

· On January 27, 2005, the Planning Commission approved the Project design and made the required environmental review findings.
· On July 26, 2005, the City adopted an ordinance that deeded City-owned land at the corner of Garden and Ortega Streets (including the 35-space City-owned parking lot at 627 Garden Street) to the Agency to facilitate disposition of the parking lot to MHA.

· On October 18, 2005 the Agency Board gave final approval to the $4.6 million loan that the Agency conceptually approved in 2003 and agreed to the terms of the Disposition and Development Agreement.  
Proposed Project Financing

A very important milestone for the Project was recently achieved: the Project was awarded Low Income Housing Tax Credits through a competitive process in Sacramento. This award will generate over $9.5 million in proceeds to the Project, which is higher than was estimated by MHA at the time of the Agency loan approval in October, 2005. 
Unfortunately, the higher revenue has been more than offset by increases in constructions costs.  Escalating material and labor costs have added $3.5 million to the construction costs. In addition to the higher proceeds from the tax credits, the MHA has pledged an additional $500,000 of equity contribution and will commit to paying higher rents on its office space at the Project in order to finance a larger first mortgage loan. Also, MHA will be seeking a grant of $346,000 from the Federal Home Loan Bank AHP Program this Fall. But even with these additional sources of financing, the Project is still $500,000 short. 
Therefore, MHA has requested that the Agency increase its loan to the Project by $500,000. This would increase the Agency loan to $5.1 million, which is exactly $100,000 in Agency subsidy per unit – a subsidy amount that is consistent with and even lower than recent affordable housing projects. It should be noted that the Agency first made a tentative commitment for the $4.6 million loan over three years ago, and the MHA has successfully avoided asking for increased loan funds until now.
MHA proposes to finance the $24.4 million Project using the following permanent financing sources (in order of recordation):


Tax-exempt Bond Financing
4,850,000


Proposed Agency Loan
5,100,000


Low Income Housing Tax Credits
9,550,000


Deferred Developer Fee
1,400,000


MHA Contribution
2,000,000


Proceeds from Sale of Office Space
1,164,000

Federal Home Loan Bank AHP Program
  346,000

Total:
$24,410,000

For construction financing, MHA would issue a taxable bond in the amount of $13 million as short-term financing that would be repaid upon closing of the permanent financing. MHA was able to fundraise enough to pay off all the debt on the property ($2,478,000). The Agency’s $5.1 million loan would be disbursed during construction and would carry over to become part of the permanent financing. The Low Income Housing Tax Credits would come as infusion of cash to the Project. The Agency’s $385,000 predevelopment loan from State HELP funds will be repaid upon closing of the permanent financing.

The increased Agency loan would continue to be a 55-year loan at 3 percent interest, with payments due to the extent that the Project generates cash flow, after expenses are deducted (residual receipts loan). Given the nature of MHA’s clientele, Project expenses would include salaries for staff persons providing critical support services to the Project residents. As is typical with residual receipts loans for affordable housing projects, only nominal payments are expected over the term of the loan, with a large lump-sum payment due at the end. The Agency typically provides loans with 30-year terms – except where tax credit projects (like this one) require terms of 55 years. 
Security

The approved Agency loan, including this proposed increase, will be secured by a recorded deed of trust that would, after construction, be in second position. This is an unusually strong position for local subsidy funding in an affordable housing project and is due to the large infusions of cash made possible by MHA’s fundraising efforts and the Low Income Housing Tax Credits.
Fiscal Impact

The Agency has sufficient tax increment-based Agency Housing Setaside Funds to fund the additional loan amount.

Project Timing

MHA has just received its allocation of tax credit, and that event has put the Project on a fast-track. MHA expects to commence demolition of the buildings on its site in the immediate future, and begin construction in September. The Project is expected to be completed by December of 2007. 
Conclusion

The City and Agency have taken a number of steps in assisting in the development of this high priority community project. The additional financing is needed due to unavoidable cost increases, and MHA has done everything possible to keep the request for additional Agency loan funds to a minimum. Staff requests that the Agency Board approve the loan increase.
ATTACHMENT:
MHA letter dated July 19, 2006
PREPARED BY:
David Gustafson, Housing and Redevelopment Manager/Assistant Community Development Director/ SF
SUBMITTED BY:
Paul Casey, Deputy Director
APPROVED BY:
City Administrator's Office
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