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CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:
June 26, 2007
TO:
Mayor and Councilmembers

FROM:
Housing and Redevelopment Division, Community Development Department

SUBJECT:
Loan To Habitat For Humanity For New Affordable Housing Project At 618 San Pascual
RECOMMENDATION: That Council:

A. Approve a $660,000 loan of federal Home Investment Partnerships Program (HOME) funds to Habitat for Humanity for the construction of four new residential ownership units affordable to low income persons located at 618 San Pascual Street;

B. Approve a $43,000 grant of federal HOME funds to Habitat for Humanity for related operating costs; and
C. Authorize the City Administrator to execute the loan and grant agreements and related documents in a form acceptable to the City Attorney and to make non-substantive changes.
DISCUSSION:

In March 2007, shortly before completing their first Santa Barbara project, Habitat for Humanity of Southern Santa Barbara County (Habitat) acquired 618 San Pascual Street for their next project (see attached map). Habitat plans to construct four two-bedroom condominium units that will be affordable to low income families on the 6,600 square foot vacant site where, in 2005, a single-family residence was destroyed by fire. To cover acquisition and predevelopment costs, the City’s Redevelopment Agency (RDA) provided a $400,000 short-term HELP-funded loan, and the Housing Trust Fund for Santa Barbara County arranged for two short-term loans totaling $200,000. As mentioned to the Finance Committee and Redevelopment Agency Board in February when the RDA’s short-term acquisition loan was approved, Habitat would later seek permanent financial assistance to help finance the construction. After the RDA’s short-term loan is repaid with interest in October 2009, the requested $660,000 HOME loan from the City would be the only local subsidy for the project.

Project Costs:
The cost to develop the project is estimated below:

Property acquisition:
500,000

Site preparation:
250,000

Materials:
300,000

Labor:
330,000

Misc. Fees/Contingency:
420,000
Total:
$1,800,000

Project Financing:
Habitat will first need to raise roughly $640,000 in order to pay off the short-term acquisition/predevelopment loans (RDA and Housing Trust Fund). The Housing Trust Fund arranged two loans for Habitat – one for $105,000 from the Sachs Foundation, and one for $95,000 from Mid-State Bank & Trust. Interest-only payments are due quarterly on both loans, with balloon payments due in March, 2009. Repayment on the $400,000 RDA loan is deferred until October, 2009, when one lump-sum payment is due.

After raising the estimated $640,000 needed to pay off the short-term loans to the RDA and the Housing Trust Fund, and with the proposed $660,000 permanent HOME loan from the City, Habitat would need to raise an additional $500,000. Habitat will follow the traditional Habitat financial model that includes donated materials from local suppliers, technical assistance from local contractors, future homeowners’ labor (sweat equity), an army of community volunteers donating their labor, and grant funds and donations from numerous foundations and local churches. Habitat succeeded in raising $940,000 for the Via Lucero project, and staff believes they will have similar success in raising the $1,140,000 needed for the new San Pascual project. Habitat has hired the fundraising consultant firm of Netzel Associates, and through funding provided by the Santa Barbara Foundation, will hire a new staff person to act as director of development. To date, Habitat has raised about $50,000 specifically for this project.

Habitat requests that the new HOME loan be provided under terms similar to that provided by the City for Via Lucero. The loan would be executed initially with Habitat, would cover construction expenses, and would bear zero interest. Upon completion of construction, the loan would convert to four separate, silent second mortgage loans of $165,000 – one for each of the four low income homeowner families. The loans would bear zero interest and would be forgiven upon conclusion of the City’s 45-year affordability period, unless sold during the 45-year term, which would trigger a new affordability period. Habitat would provide homeowners with zero-interest first mortgage loans of about $164,000. Habitat loan payment terms would be structured so that homeowners pay no more than 35 percent of their income on housing costs (mortgage payments, taxes, insurance, and homeowner association fees). Payments on Habitat loans would help reimburse Habitat for expenses and help finance future Habitat projects.

Loan Security:
The proposed HOME loan would be secured by a deed of trust. During early construction, it would be in fourth position, behind the three short-term loans totaling $600,000. With the property recently appraised at $495,000, the HOME loan would be partially unsecured until Habitat pays off the $400,000 RDA loan in October, 2009. It is not uncommon for City loan funds to be partially unsecured during the construction period. After October, 2009, and for the duration of construction, the HOME loan would be in first position and completely secured. Upon completion of construction, the HOME funds would be in second position (behind the Habitat loan) and would be completely secured by the expected value of the property.

Income Targeting:
City-subsidized ownership projects are typically targeted to moderate income households (80-120 percent of Area Median Income). Habitat will be seeking families in the 40-60 percent range of Area Median Income (up to $40,260 for a family of four). Ordinarily it would take a very large City subsidy to reach affordability for this income group. However, given Habitat’s creative financing plan, the City subsidy requested here is sufficient to make homeownership possible for low income families.

Sale of the Units:
If the homeowner sells before the end of the City’s 45‑year affordability period, the unit would be sold back to Habitat, who would market the unit to a new low income household. The departing homeowner would recoup only what they paid in down payment and mortgage payments, adjusted for inflation. The new homeowner would sign new loan and covenant agreements with the City and Habitat for a new 45-year term. This assures that units remain affordable for a period of 45-90 years. Moreover, after expiration of the covenant, Habitat imposes an equity-sharing requirement. This enables Habitat to share in the appreciation of the unit’s value and use the proceeds for future projects.

Community Housing Development Organizations and Operating Grants: The U.S. Department of Housing and Urban Development (HUD) requires that 15 percent of each year’s HOME funds be used on affordable housing projects developed by Community Housing Development Organizations (CHDOs) – nonprofit organizations meeting HUD requirements pertaining to experience, capacity and board representation. Habitat is amending its by-laws and board membership to meet the HUD requirements. The proposed HOME loan would, thus, meet HUD’s 15-percent CHDO requirement.

HOME funds may also be used to provide operating assistance to CHDOs. Habitat has requested that $43,000 be provided in the form of a grant to help cover operating costs. Habitat would be the first CHDO to receive HOME operating assistance from the City. Staff recommends this grant based on the extraordinary amount of staff work needed to execute a Habitat project, such as grant writing, finding volunteers and donors, coordinating building material donations and volunteer work schedules, and conducting extensive outreach and training for potential homeowners.
Budgetary Information:  There are sufficient existing appropriations in the HOME Fund to cover the proposed loan and grant. No additional appropriations are needed. 
Conclusion:
Staff recommends that Council approve the proposed HOME loan and operating grant in order to help realize a new Habitat project. This would help meet HUD requirements for funding CHDOs and also help meet a July 31, 2007 HUD deadline to commit HOME funds. The City’s Finance Committee reviewed and approved the loan and grant at its meeting of June 19, 2007.
ATTACHMENTS:
1.
Letter from Habitat for Humanity

2.
Map
PREPARED BY:
David Gustafson, Housing and Redevelopment Manager/ SK

SUBMITTED BY:
Paul Casey, Community Development Director

APPROVED BY:
City Administrator's Office
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