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CITY OF SANTA BARBARA

JOINT COUNCIL AND REDEVELOPMENT

AGENCY Agenda report
AGENDA DATE:
January 25, 2011
TO:
Mayor and Councilmembers


Chairperson and Boardmembers
FROM:
Housing and Redevelopment Division, Community Development Department

SUBJECT:
Loan To Peoples’ Self-Help Housing Corporation For Acquisition Of 510-520 North Salsipuedes Street And 601 East Haley Street
RECOMMENDATION:
That the Redevelopment Agency Board and the City Council take the following actions:
A.
That the Agency Board approve a loan of $2,000,000 in Agency Housing Setaside funds to Peoples’ Self-Help Housing Corporation for the acquisition of the properties at 510-520 North Salsipuedes Street and 601 East Haley Street for eventual development of low income rental housing;
B.
That the Agency Board appropriate $2,000,000 in the Redevelopment Agency Housing Setaside Funds from unappropriated reserves for the acquisition loan;

C.
That the Agency Board adopt, by reading of title only, A Resolution of the Redevelopment Agency of the City of Santa Barbara Adopting the Replacement Housing Plan Dated December 15, 2010, for the Property at 510-520 North Salsipuedes Street; and

D.
That Council and the Agency Board adopt, by reading of title only, A Joint Resolution of the Council of the City of Santa Barbara and the Redevelopment Agency of the City of Santa Barbara Finding that the Use of Redevelopment Agency Housing Setaside Funds for Development of Affordable Housing Located Outside the Central City Redevelopment Project Area (CCRP) at 510-520 North Salsipuedes Street and 601 East Haley Street Will Be of Benefit to the CCRP.
DISCUSSION:
Peoples’ Self-Help Housing Corporation (PSHHC) has successfully developed and managed four affordable rental projects in Santa Barbara with the financial assistance of the City and Agency, and has recently identified a site to acquire and develop as their fifth project in the City. PSHHC has requested a loan of $2 million of Redevelopment Agency Housing Setaside funds to cover the purchase price.  
Property Description

The property consists of three contiguous parcels. One parcel is at the corner of Salsipuedes and Haley Streets and the other two front Salsipuedes Street. The combined area of the lots is 41,099 square feet (0.94 acre). An aerial photo of the parcels is attached. The parcel at Salsipuedes and Haley is currently undeveloped and vacant. The two parcels on Salsipuedes contain substandard structures, three of which are occupied as rental units. PSHHC will provide relocation assistance to the current tenants as required by City, State and federal relocation laws.  
PSHHC has opened escrow on this purchase from the seller, Bertha Claveria Family Trust, subject to important contingencies. One contingency is the Agency’s approval of this loan. Another is the completion of a “Phase 2” environmental study that includes ground borings to make sure there are no underground hazardous materials. Escrow is set to close on February 14, 2011.
Agency Loan
The sale price for the property is $2,000,000. This price comes to less than $49 per square foot. PSHHC seeks Agency financing for the full purchase price. Closing costs for the transaction, as well as the Phase 2 study, would be paid for by PSHHC. The requested Agency loan would be secured by a deed of trust recorded against the property in first position.
In an appraisal dated December 13, 2010, Hammock, Arnold, Smith and Company established a value for the three parcels of $2,200,000, which is $200,000 higher than the purchase price negotiated by PSHHC. Thus, the Agency loan would be fully secured.

Although PSHHC intends to proceed with proposing a project and beginning the development review process, they are too early in the process to propose a specific project at this time. This purchase is considered to be a “land-banking” acquisition, in order to take advantage of a favorable real estate market for purchasers at this time. As with other land-banking acquisitions funded by the Agency, the Agency’s loan agreement will set a timeline for the eventual development by PSHHC of an affordable housing project on the site. Within five years of signing the Agency loan agreement, PSHHC must receive City development approvals for an affordable rental project for low-income households, obtain other needed financing (such as low-income housing tax credits and additional City/Agency funding) and begin construction of the project, or the loan will be due and payable, together with accrued interest at 4.5%. Staff recommends a five-year period for beginning of construction due to the planned use of low income housing tax credits, as the tax credit approval process can sometimes take more than two years.
Potential Development
PSHHC intends to diligently pursue development of the property with a rental project for very-low and low-income families. They plan to propose a project of about 45 units. Approximately 30% of the units would have three bedrooms, and the remaining units would have one or two bedrooms. Because PSHHC has long recognized the need to provide residents with education, health and social services, the project would also include community space of about 3,000 square feet. 
Once the project receives City development approvals, PSHHC will need to obtain additional permanent and construction financing. They intend to apply for low income housing tax credits as well as additional subsidy from the City in the form of federal HOME funds or additional Redevelopment Agency housing setaside funds. If they get approval for a 45-unit project, the additional City financing is estimated at $3.6 million (for a total of $125,000 per unit, including this land loan). However, if the development review process results in fewer units, the City’s per-unit subsidy would probably need to be higher.  Upon approval of additional City financing, it is anticipated that this acquisition loan will be amended to extend its due date to match that of the additional financing. 
Affordability Covenant
As with all City and Agency-funded affordable housing projects, an affordability control covenant must be executed and recorded to ensure that the property will be used to provide affordable housing to low income persons for many years to come. 
Benefit to the Central City Redevelopment Project Area (CCRP)

While the site is located outside the CCRP, the project will benefit the CCRP in providing needed rental housing nearby that is affordable to low income households. California Redevelopment Law requires that, in order for Agency Housing Setaside funds to be spent outside the CCRP, the City Council and the Redevelopment Agency must adopt a resolution with certain findings and the determination that the project is of benefit to the CCRP.

Replacement Housing Plan

California Redevelopment Law requires that before an Agency provides financial assistance to a project where affordable housing is destroyed or removed, a plan must be prepared to replace the lost housing with at least as many affordable units and at least as many bedrooms within a time period of no more than four years. Staff has prepared a replacement housing plan (see Attachment 2) that meets the legal requirements. The replacement housing plan has been available for public review at the City Clerk’s office in City Hall and the Community Development Department at 630 Garden Street. It has also been posted on the City’s website. California Redevelopment Law requires that the replacement housing plan be adopted by resolution.

Sustainability Impact

Peoples” Self-Help has made a commitment to building its project using sustainable principles, so any eventual development will exceed code requirements regarding energy efficiency. 
BUDGET/FINANCIAL INFORMATION AND CONCLUSION:
Staff asks that the Agency Board approve the requested loan. This land acquisition would be an important step toward adding to the City’s inventory of affordable rental housing for families. At a cost of $2,000,000, approximately 10% below the appraised value, the land is priced well. Any future project will be carefully reviewed by Agency staff and the Agency Board to make certain that it makes sound financial sense. 
On January 11, 2011 the Finance Committee reviewed this funding request and recommended that Council and the Agency Board approve the requested loan.

The Agency has sufficient Housing Setaside funds to make the requested loan, as shown by the following summary (numbers are approximate for simplicity). The Agency Housing Setaside Fund began Fiscal Year 2011 with reserves of $6.1 million, and estimates tax increment revenue during the year totaling $2.7 million. Thus, the amount of Housing Setaside Funds available is $8.8 million. From this amount, the Agency has committed $360,000 to the Housing Authority for the acquisition of 2941 State, $300,000 to the Housing Authority for adding two units to its property at 233 West Ortega, and $925,000 for the purchase of land on East Canon Perdido by Habitat for Humanity for a future project. This leaves a balance of $7.2 million. Today the Agency Board is reviewing requests for Agency funding for two housing projects: this one for $2 million and 2904 State Street for $1,150,000. If the Agency Board approves both of these requests, a balance of approximately $4 million in Agency Housing Setaside funds will be available for future projects. 
The letter from PSHHC (Attachment 1) provides additional information about this funding request as well as PSHHC’s excellent track record with the City, the Agency and other Central Coast communities in providing attractive and successful housing projects.
ATTACHMENTS:
1. Letter from Peoples’ Self-Help Housing

2. Replacement Housing Plan


3. Aerial Photo of Properties

PREPARED BY:
Brian Bosse, Housing and Redevelopment Manager / SBF
SUBMITTED BY:
Paul Casey, Assistant City Administrator/Community Development Director
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