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SUBJECT:  An ordinance relating to the credit enhancement program for affordable workforce housing.
BACKGROUND: 

The King County Credit Enhancement Program is a housing initiative designed to assist in the development of affordable housing through workforce housing projects assisting the poor and infirm, generally those households earning less than 80% of the median income for King County.   King County provides credit enhancement through contingent loan agreements, which reduces financing costs for housing developments.  In exchange for project savings, the project developer/owner agrees to provide long term affordable units within the project.

The King County Council directed the initial development of the Credit Enhancement Program through the adoption of Ordinance 12808 in July, 1997.  The Council subsequently approved program implementation through guidelines adopted in 1998.  Initially, credit enhancement for up to $50 million in housing project debt was authorized, but that authority was increased to $100 million in 2001 (Ordinance 14269).  

The program is administered by the Department of Community and Human Services (DCHS), Community Services Division.  A Credit Committee made up of representatives from DCHS, the Department of Finance, the Budget Office, and outside financial experts advises the DCHS Director whether to recommend approval of credit enhancement requests to the King County Executive.  When advisable, financial and/or legal consultants assist staff to underwrite project applications.

Each project requesting credit enhancement is underwritten conservatively according to program guidelines with the goal of minimizing risk for King County.  Key factors considered during the underwriting process include, but are not limited to, market studies, reserve requirements, debt service coverage, experience of the development team/owner and the owner’s pledge of additional collateral.

If a project is approved for credit enhancement, King County enters a contingent loan agreement, committing to loan funds to the project for debt servicing should an operating shortfall occur.  The contingent loan agreement committing King County’s resources, should they be necessary, reduces the interest rates for bond financed projects.  
The interest savings are then re-invested in the project to provide below-market housing units.  The owner commits to rent or sell affordable units to low or moderate income households of a specific income.  For rental housing, the units must remain affordable for the term of the financing, typically 30 years.   King County monitors the financial performance of the property and affordability throughout the term of the agreement. 

Projects assisted  To Date:
King County’s Credit Enhancement Program has made a significant difference in preserving and providing affordable housing throughout King County.  The following eight housing developments have received over $94 million in credit enhancement:

1. Woodridge Park Apartments (KCHA), Riverton Heights – 201 units

2. Windsor Heights Apartments (KCHA), SeaTac – 327 units

3. Ellsworth House Apartments (St. Andrews Housing), Mercer Island – 59 units

4. Village at Overlake Staion (KCHA), Redmond – 306 units

5. Eastwood Square Apartments, Bellevue – 48 units

6. Greenbridge HOPE VI - Seola Crossing (KCHA), White Center – 929 units

7. Greenbridge HOPE VI - Nia Apartments (KCHA), White Center – 929
8. 280 Clark Apartments, Issaquah – 38 units

Managing Risk to county funds and credit: 
From the time that the Credit Enhancement Program was initiated, council has sought to ensure that the program had sufficient direction and standards to minimize risk to County funds and that the program not adversely affect the County’s credit rating.   Each project that applies for credit enhancement is reviewed by a business and finance officer in the HCD Program and by a credit committee made up of banking and financial experts.  In the end, the projects approved for credit enhancement are conservatively underwritten, per the guidelines approved by the Council, and must demonstrate their ability to perform financially so the County’s financial obligations and risks are minimal.  
To date, all projects that have received King County credit enhancement are financially performing as projected or exceeding expectations.  Each project were scrutinized to ensure the project proforma contains realistic projections and demonstrates strong financial feasibility.  Key factors evaluated include:

· A development budget reflecting the current construction and financial environment.  Project assumptions in the development proforma must be stated and justified by documentation and/or industry standards.

· Projected net operating income, operating expenses and inflation projections reflecting actual project history for housing acquisitions or must be in line with industry averages as provided by a third party real estate research firm if the project is new construction.

· A project market study including projection regarding the demand for the project’s units, absorption rate, sales or rent levels, and vacancy considerations based on comparable projects.

· A demonstration of sufficient financial capacity and experience by providing audits or audited financial statements and documentation of successfully completed projects of a similar size and scope.

· A demonstrated ability to manage a project of the size and scope proposed.

· Project financing with a deferred earned development fee so that these funds are available to the project to make up shortfalls in the operating budget or debt service reserve.

· Agreements for projects owned or managed by KCHA include a general revenue pledge using non-restricted agency funds to cure any project-related financial issues prior to requesting a loan from King County.  (KCHA has approximately $20 million available to advance for these needs.)

· A commitment to annual reporting during the term of the contingent loan consisting of all documentation to ensure the financial health of the project.

In 2001, the council adopted additional risk mitigation measures to ensure protection of the CX Fund.  These measures include:

· Increasing ongoing performance monitoring of completed projects.    Note:  The current portfolio of completed projects is performing better than projected.  Projects that have been provided credit enhancement submit quarterly financial reports that are analyzed by Housing and Community Development (HCD) Program staff in the Department of Community and Human Services.

· Creating a dedicated reserve in the Housing Opportunity Fund that would grow over time, so that funds will be readily available if the county is ever called upon to make a loan to a credit-enhanced housing project.  If there are excess fees collected after coverage of administrative costs, those fees will be dedicated to growing the reserve fund, which currently stands at $328,500.

· Revising program guidelines to include a limit of $10 million per project and limiting the number (and the portion of the portfolio) of new construction project at any one time.

In addition to the underwriting standards summarized above – it was found that the following factors make it unlikely that CX funds would ever be necessary for a loan to any of the credit enhanced projects.

· Vacancy rates and rent levels for lower end, more affordable housing are impacted much less than higher end market rate housing during a decline in the regional economy.

· A market decline would be much less like to affect the centrally located types of projects near job centers that the County is credit enhancing.

· KCHA and non-profit owners are eligible to tap assistance from County housing finance programs or from other public lenders to assist with unexpected capital needs, instead of drawing on and reducing their required debt service reserves.

ORDINANCE SUMMARY: 

The proposed ordinance would increase credit enhancement authority from $100 million to $200 million.  The executive anticipates that over the next five years, this increase will help develop or preserve approximately 500 to 800 affordable units in six to ten housing developments.  The executive notes that the program cap increase will assist with a number of critical projects, such as the potential purchase and preservation of the Wonderland Estates mobile home park near Renton and the Lora Lake Apartments in Burien, which need to be secured immediately.  

Along with the increase in credit enhancement authority, the executive would be authorized to adjust two fees for administering the program.  Note:  Granting this authority does not automatically raise the fees, but it will give King County the flexibility to raise the fees if necessary.

· The currently authorized application fee (now equal to 0.2 percent of the amount of project debt that is credit enhanced) would go up 0.4 percent.  The application fee is paid at the time a contingent loan agreement is approved and deposited in the reserve account.  

· The current annual monitoring fee may be adjusted from 0.05 percent up to 0.10 percent.

The executive states that the current fees are low compared to the credit market and do not cover all of the associated costs of administering the cedit enhancement, and that the proposed fees will remain extremely competitive.
ATTACHMENTS: 

1. Proposed Ordinance 2008-0183, with attachments
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