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SUBJECT

Proposed Ordinance 2009-0193 would authorize the Executive to borrow $6.25 million from the U.S. Department of Housing and Urban Development (HUD) and enter into a loan agreement with the White Center Square Investment Fund, LLC, for construction of a multi-tenant retail/office plaza.
Proposed Ordinance 2009-0194 would adopt 2009 amendments to the King County Consortium Consolidated Housing and Community Development Plan for 2005-2009, including the designation of White Center as a Neighborhood Revitalization Strategy Area, pursuant to HUD’s regulations and guidelines.
SUMMARY
Proposed Ordinances 2009-0193 and 2009-0194 are related to a proposal to (1) borrow $6.25 million from HUD; (2) relend these funds to White Center Square Investment Fund, LLC for development of a new $10.9 million, 26,523 square foot retail/office plaza with surface parking; and (3) pledge the King County Community Development Block Grant (CDBG) Consortium’s future CDBG funds as additional security for the loan.  The construction timeframe is estimated at nine months.
The Executive transmitted the legislation on March 10th and indicated that the legislation needs to be in effect by April 15th to ensure that the proposed project can receive $3.1 million in federal tax credit financing toward the total development cost of $10.9 million. 
BACKGROUND
HUD 108 Loan Program
The HUD 108 program is a federal loan guarantee program which allows the county to borrow up to five times its annual CDBG grant.  HUD raises the funds that it lends to the county through a public offering to private investors.  The county then relends the funds to developers and/or businesses to finance economic development or other capital facilities projects that directly benefit low to moderate-income people.  
Developers and businesses repay the loan from revenues generated by the project and also provide the project’s real estate as collateral for the loan.  HUD 108 loans are not risk-free, as the county would be required to pledge its current and future CDBG allocations as security for the loan.  
The HUD 108 program website states that loan commitments are often paired with Economic Development Initiative grants, which can be used to pay predevelopment costs of a Section 108-funded project.  They can also be used as a loan loss reserve.  Executive staff indicated that they did not apply for these grant funds as part of this proposal because the funds are highly competitive and were not likely to be awarded.

King County Consortium Consolidated Housing and Community Development Plan

King County annually receives CDBG funds from the HUD. The primary objective of the CDBG Program as set forth by Congress is "the development of viable urban communities, by providing decent housing and a suitable living environment and expanding economic opportunities, principally for persons of low and moderate income." 

King County administers CDBG funds on behalf of the King County CDBG Consortium. The Consortium is established under interlocal cooperation agreements between King County and 34 cities and towns. A Joint Recommendations Committee, comprised of officials representing the participating cities and the county, is composed of appointments by the Suburban Cities Association and the King County Executive, to advise King County on CDBG funding and program guidelines decisions.

The county is responsible to the federal government for all activities undertaken in the King County Consortium with Community Development Block Grant, HOME Investment Partnerships and other federal homeless, housing and community development funds.

Federal law requires King County to adopt a consolidated housing and community development plan every three to five years, which:
· Identifies housing and community development needs,

· Identifies resources and key partnerships, and 

· Establishes objectives to provide decent affordable housing and a suitable living environment for low- and moderate-income residents of the county.

ANALYSIS 

Proposed Ordinance 2009-0193:  HUD 108 Loan Agreement

According to the Executive’s transmittal letter, HUD originally approved a $5.25 million Section 108 loan for development of the last vacant parcel in the White Center business district on February 15, 2007.  The planned development would provide goods and services to the surrounding neighborhood, including the King County Housing Authority’s new Greenbridge housing development, and create about 60 job opportunities for low to moderate-income persons.
However, construction bids came in $2 million over the project’s budget due to the hot construction market during the summer of 2007.  The project was redesigned by a new architect, reevaluated and renegotiated to ensure financial feasibility, resubmitted to the Department of Development and Environmental Services for a building permit (which is likely to be available at the end of April), reappraised to ensure collateral value, and finally resubmitted to HUD for a $1 million amendment to the original application and approval.  The new construction cost estimate, which was completed in February 2009, is $10.9 million.  Construction is estimated to take nine months.  
Note that the original transmittal contained the first HUD note for $5.25 million.  A second note for $1 million, which the Prosecuting Attorney’s Office received late last week, is a new attachment that would need to be taken up with an amendment to Proposed Ordinance 2009-0193.
Executive staff indicated that the HUD panel that reviews HUD 108 loan requests approved the amendment as a separate new loan on March 19th.  
Proposed Ordinance 2009-0193 would authorize the Executive to borrow $6.25 million in HUD 108 funds, which would be used in conjunction with several other sources of funding as shown in Table 1 below.  

Table 1
Funding Sources for White Center Square Project
	Funding Source
	Amount
	Percent

	Equity from Developer (Vong Brothers, LLC)
	$1,549,219
	14.2%

	New Markets Tax Credit Program
	$3,115,688
	28.5%

	HUD 108 Loan
	$6,250,000
	57.3%

	Total Funding
	$10,914,907
	100%


The private developer (Vong Brothers, LLC) is contributing approximately $1.5 million, or 14 percent, of the total funding for this project.  The $6.25 million HUD 108 loan would comprise 57 percent of the funding.  
The remaining amount would be financed through the federal New Markets Tax Credit Program.  This program allows a tax credit against federal income taxes for making equity investments in a designated “community development entity,” which must in turn invest in a low-income community.
As noted previously, executive staff indicated that the timing for passing this legislation is critical because the New Markets Tax Credit portion of the project’s financing needs to be closed by April 15, 2009, and executive staff indicated that the project will not be constructed without this financing element.  

Because of federal New Markets Tax Credit requirements, King County cannot relend the HUD 108 funds directly to the project developer, but must instead go through intermediaries.  HUD has determined that this is the only way that the HUD 108 program and the NMTC program can work together.  
Specifically, the county will lend the funds to the White Center Square Investment Fund, LLC, which is administered by US Bank.  The White Center Square Investment Fund must in turn invest in a Community Development Entity – in this case, the National Development Council New Markets Investments – which will lend the $6.25 million to the private developer, Vong Brothers, LLC.
  Vong Brothers, LLC will use these funds together with the New Markets Tax Credit equity and its own equity to develop the project.  Payments on the loan will flow in the reverse direction.  

Because of federal requirements pertaining to the New Markets Tax Credit program, the King County CDBG Consortium’s loan will be secured by an interest in the White Center Square Investment Fund, LLC for the first seven years.  Beginning in the eighth year, the County and the CDBG Consortium will have a first deed of trust on the project property.

Office of Strategic Planning and Performance Management (OSPPM) staff and a consultant analyzed the financial feasibility of this project (see Attachment 6) and concluded that it meets HUD’s guidelines for repayment ability and collateral.  The proposal was specifically evaluated based on:
· Reasonableness of proposed costs and project feasibility
· Commitment and availability of all sources of funds

· Return on the owner’s equity

· Collateral

· Developer’s capacity, experience, character and commitment

· No substitution of CDBG funds for private sources
Council staff asked about the financial feasibility of the project given the current economic climate.  Executive staff indicated that the project has pre-lease commitments for 80 percent of the project space and OSPPM’s financial analysis estimated that the project will have net cash flow of $83,900 and $119,500 in the first and second years.  

Staff from the Department of Community and Human Services (DCHS) have also reviewed the proposal and agree that the proposed development supports the community and economic development objectives of the King County Consortium’s Consolidated Housing and Community Development plan.  The King County CDBG Consortium’s inter-jurisdictional Joint Recommendations Committee also reviewed the proposal and recommended proceeding with this loan.  
King County Revenues and Expenditures Associated with HUD 108 Loan

The fiscal note transmitted with the legislation is summarized in Table 2 below.

Table 2
King County Revenues and Expenditures
	
	Current Year
	1st Year
	2nd Year
	3rd Year

	Revenues to CDBG
	$0
	$372,906
	$310,405
	$310,405

	Expenditures from CDBG
	$0
	$279,187
	$279,187
	$279,187


The revenues reflect the interest payments from White Center Square Investment Fund, LLC, to King County.  The revenues in the first year are estimated to be higher than in subsequent years due to a one percent loan fee ($62,500) the county would charge to the LLC.  
The expenditures reflect the interest payments from the county to HUD.  Over the life of the loan, county revenues will exceed expenditures due to a 50 basis point differential in the interest rates that HUD charges to the county and that the county charges to White Center Square Investment, LLC.  
The loan agreement calls for HUD to charge the county a variable rate set at 20 basis points above the “London Interbank Offered Rate” (LIBOR rate) as published in the Wall Street Journal.  The LIBOR rate is essentially the European equivalent of the short-term prime rate for loans of 90 days or less.  The LIBOR rate is considered to be a more reliable rate.  The county would charge 50 points above the HUD rate to White Center Square Investment Fund, LLC.

The fiscal note, as summarized in Table 2 above, assumes the county would pay an interest rate of 4.5 percent to HUD and charge a 5 percent rate to the White Center Square, LLC.  Executive staff currently expect that the actual initial rates will be somewhat lower (potentially in the range of 3 percent), which would yield lower revenues and expenditures than shown in the fiscal note and Table 2 above.
Each August 1st, the county will have the choice to fix the rate by selling bonds in the public markets.  Executive staff indicate that they will monitor rates to determine each year whether to maintain the variable rate or to fix the rate.  The county will always receive the 50 basis point margin from White Center Square Investment Fund, LLC, regardless of whether the rate is variable or fixed.

The term of the HUD 108 loan is 20 years with 30 year amortization, which means that a balloon payment is due at the end of the loan term.  The county would pay interest-only for the first seven years, as required by the New Markets Tax Credit program.  

The principal payments, as described in Attachment B to Proposed Ordinance 2009-0193, for the $5.25 million loan are shown in Table 3 below.  (Information on the second $1 million loan was not available in time to be included in this staff report.)  Interest is not shown, as the interest payments will vary over the life of the loan.
Table 3

Principal Payments to HUD for $5.25 Million Loan

	Principal Due Date
	Principal Amount

	August 1, 2009 – August 1, 2016
	$0

	August 1, 2017
	821,000

	August 1, 2018
	139,000

	August 1, 2019
	146,000

	August 1, 2020
	152,000

	August 1, 2021
	159,000

	August 1, 2022
	166,000

	August 1, 2023
	174,000

	August 1, 2024
	182,000

	August 1, 2025
	190,000

	August 1, 2026
	198,000

	August 1, 2027
	207,000

	August 1, 2028
	3,716,000

	Maximum Commitment Amount
	$5,250,000


During the first seven years, the county would require the borrower, White Center Square Investment Fund, LLC, to pay the principal amount into a fund.  After the first seven years, the loan would be amortized.  If the borrower fails to make payments on the loan, King County CDBG funds must be used to make the loan payments due to HUD.  As noted previously, the King County CDBG Consortium’s inter-jurisdictional Joint Recommendations Committee also reviewed the proposal and recommended proceeding with this loan.  
Striking Amendment to Proposed Ordinance 2009-0193

Executive staff have requested an amendment in order to attach additional documents.  The striking amendment is included as Attachment 7 to this staff report.  A comparison document is included as Attachment 8.

Proposed Ordinance 2009-0194 King County Consortium 2005-2009 Consolidated Housing and Community Development Plan Amendments
Consistent with HUD requirements for the HUD 108 loan, staff from OSPPM and DCHS developed a Neighborhood Revitalization Strategy Area (NRSA) for the White Center neighborhood.  Proposed Ordinance 2009-0194 proposes to add this NRSA to the King County Consortium 2005-2009 Consolidated Housing and Community Development Plan.  
A Neighborhood Revitalization Strategy Area is a HUD-created program that relies on partnerships to achieve greater success in urban revitalization efforts.  HUD provides regulatory incentives to encourage grantees, such as King County’s urban county CDBG Consortium, to develop NRSAs.  Regulatory incentives, such as relaxed CDBG Program requirements for key activities in the NRSA, will allow OSPPM and DCHS staff to efficiently administer the HUD 108 loan for economic development purposes as part of the NRSA plan.

The King County CDBG Consortium’s inter-jurisdictional Joint Recommendations Committee recommended adoption of the NRSA for the White Center neighborhood on September 27, 2007.  The NRSA plan will be appended to the Consortium’s 2005-2009 Consolidated Housing and Community Development Plan (Consolidated Plan) as Appendix M.  

DCHS and OSPPM staff plan to work with HUD to comply with the NRSA plan and complete the NRSA benchmarks by mid-year 2013.  The NRSA benchmarks include the following:

1. Work with partners to provide technical assistance to 25 local business owners in White Center;

2. Provide 10 workshops to residents who desire business development assistance;

3. Place 150 residents in living wage jobs through the King County Jobs Initiative;

4. Create 60 jobs through the HUD 108 loan for economic development;

5. Create new mixed-income, mixed-use communities, in collaboration with the King County Housing Authority;

6. Create 200 new mixed-income housing units;

7. Repair/improve 50 housing units;

8. Potentially locate a Transit Oriented Development Project in White Center;

9. Create walking connection between residential neighborhood and business district.

The NRSA benchmarks may be amended if necessary to accommodate changes in the county’s policies or budget. 

The proposed White Center Square project is anticipated to create approximately 60 living wage jobs, consistent with the fourth benchmark above.

Other HUD-Required Amendments Proposed in Proposed Ordinance 2009-0194

In addition to the changes to the Consolidated Plan that are required in conjunction with the HUD 108 loan for the White Center project, the Executive is also proposing a number of other changes to the plan. 

Firstly, there are changes to add HUD’s community planning and development performance measures and definitions of standard and substandard housing.  HUD worked with CDBG grantees across the nation to develop consistent performance evaluation measures for all strategies with measurable outputs in a grantee’s Consolidated Plan.  Because this work occurred after the development and adoption of the King County Consortium’s 2005-2009 Consolidated Plan, the executive is proposing to amend the county’s plan at this time to include the HUD-required performance measures for each applicable strategy. The HUD-required performance measurement objectives include decent housing, suitable living, and economic opportunity.  Performance outcomes include affordability, availability, accessibility and sustainability.

In addition, HUD has requested that the King County Consortium publish the definitions of standard housing unit, substandard housing unit and substandard housing unit suitable for repair used for our housing repair and rehabilitation programs in the Consolidated Plan.  These definitions are also among the changes included in Proposed Ordinance 2009-0193.
Other Amendments for Program Changes and/or Additions

Since the Consolidated Plan was adopted, new revenues have been generated through SHB 2163 and 1359, in support of King County’s Ten Year Plan to End Homelessness and funding from federal sources has been reduced, impacting program administration and planning capacity.  Several changes in program administration and planning have been made in response.  These changes have been recommended for adoption by the inter-jurisdictional Joint Recommendations Committee and include:

· Reduction of a staff position providing housing development technical assistance; replaced with enhanced capital funding for such technical assistance;

· Addition of a new strategy, the Homeless Housing and Services Program, funded with SHB 2163 and 1359 and other sources;

· Amendment of three economic development strategies due to staff reductions and HUD concern.

To summarize, Proposed Ordinance 2009-0193 would amend the King County CDBG Consortium’s Consolidated Plan to address specific requirements for the HUD Section 108 loan for economic development in White Center, including the designation of the White Center neighborhood as a HUD NRSA, and would also make other amendments as required by HUD or recommended by the Joint Recommendations Committee. 

ATTACHMENTS
1. Proposed Ordinance 2009-0193 and Attachments
2. Fiscal Note to Proposed Ordinance 2009-0193

3. Proposed Ordinance 2009-0194 and Attachments
4. Fiscal Note to Proposed Ordinance 2009-0194

5. Transmittal Letter to Proposed Ordinance 2009-0193 and 2009-0194, dated March 10, 2009

6. Financial Underwriting – Guidelines and Objectives for Evaluating Project Costs and Financial Requirements

7. Striking Amendment, S1, to Proposed Ordinance 2009-0193

8. Comparison of Striking Amendment and Proposed Ordinance 2009-0193
9. Title Amendment, T1, to Proposed Ordinance 2009-0193
INVITED
1.  Jim Lopez, Office of Strategic Planning and Performance
2.  Elissa Benson, Office of Strategic Planning and Performance
3.  Ray Moser, Office of Strategic Planning and Performance
4.  Cheryl Markham, Department of Community and Human Services
5.  Peggy Pahl, Prosecuting Attorney’s Office 

� The National Development Council has serves in this role for numerous HUD 108 loans across the country.  
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