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SUBJECT

Proposed Ordinance 2017-0376 would create a new $200 million credit enhancement program for the King County Housing Authority. It would be in addition to the County’s existing $200 million affordable housing project-based credit enhancement program.

SUMMARY

Credit enhancement is a financing tool through which a borrower improves its credit worthiness, and thereby secures better financing terms, by receiving a guarantee that a third party will loan funds to the borrower if the borrower does not have sufficient funds to make its debt service payments. 

King County has used credit enhancement since the mid-1990s to increase the amount of affordable housing.[footnoteRef:1] The existing, project-based credit enhancement program was first implemented at a $50 million level[footnoteRef:2] and then increased to $100 million[footnoteRef:3] and then $200 million.[footnoteRef:4]  [1:  K.C.C. 24.28]  [2:  Ordinances 12808 and 13093, Motion 10445]  [3:  Ordinance 14269]  [4:  Ordinance 16075] 


In return for this guarantee from the County, the affordable housing developer receives more favorable financing terms and lower interest rates. The resulting savings are used to create housing that is priced at more affordable levels. Executive staff note that the existing program has led to more than 2,100 housing units affordable to households with incomes at or below 80 percent of median income.

Proposed Ordinance 2017-0376 would create a new $200 million credit enhancement program, for use by the King County Housing Authority (KCHA). The new program would be based on the overall financial strength of KCHA as an agency, rather than of an individual housing project, and would be designed to assist KCHA in accessing favorable financing in the municipal credit market. Executive staff estimate that this new credit enhancement program could help KCHA in acquiring and/or preserving an additional 2,200 units of rental housing. 


BACKGROUND 

King County Housing Authority. King County Housing Authority (KCHA) was established in 1939 by the King County Council to provide “decent, safe and sanitary housing for those families unable to obtain such housing elsewhere.” KCHA’s Board of Commissioners are appointed by the County Council.  KCHA is a municipal corporation and is governed under the laws of the state of Washington (RCW 35.82 “Housing Authorities Law”) and as a housing authority is authorized by state and federal law to issue tax-exempt debt to finance the acquisition, preservation and development of affordable housing.  King County Housing Authority is recognized by HUD as a “high performing housing authority” and has been designated as a MTW (Moving To Work) by HUD, a designation provided to 39, out of over 3,000, housing authorities across the country, to allow the agency to test innovative methods to improve housing services and to better meet local needs. 

Credit enhancement. Credit enhancement is a financing tool through which a third party offers a guarantee to a lender that, if the borrower of a loan is unable to repay it, the third party guarantor will repay some or all of the loan. A credit enhancement guarantee improves the credit worthiness of a borrower, as it gives the lender greater certainty the loan will be repaid. As a result, the presence of a guarantor can mean that a borrower may be able to receive a larger loan than would otherwise be approved, or more favorable terms, such as a lower interest rate.

King County’s existing, project-based credit enhancement program provides this type of guarantee to aid in the development of affordable housing. It offers the County’s full faith and credit as a loan guarantee for the developers of affordable housing. Through a contingent loan agreement, the County agrees that it will lend its own funds to the borrower to make a required debt payment, but only in the event that there are insufficient funds on hand to make a timely repayment. In return for receiving this credit enhancement guarantee, the affordable housing developer commits to provide affordable housing as part of a project.

The value of credit enhancement to a housing project is measured as the overall savings in debt payments over the life of the loan.[footnoteRef:5] These savings can allow an affordable housing developer to reduce rents on a portion of the units at a development to provide housing affordable to people at lower income levels or, in some cases, to increase the number of units to be developed. [5:  Measured as the net present value of net yearly debt payment savings over the life of the loan.] 


King County project-based credit enhancement for housing. King County first used the concept of credit enhancement to promote affordable housing in 1995. The County entered into a contingent loan agreement with the King County Housing Authority (KCHA) that resulted in an additional nine units of housing affordable to very low income households.

1997: Authorization to develop project-based credit enhancement program. In July 1997, the Council passed Ordinance 12808, which authorized the Executive to establish an ongoing project-based credit enhancement program for mixed income housing projects or homeownership opportunities in urban centers or near transit hubs. 

The ordinance noted that project financing costs can affect the overall cost of housing, and went on to state that the credit enhancement program proposed by the Council was, “intended to create an incentive to develop new types of housing, increased affordability for residents, and realization of multiple growth management goals.”

Applicants for the proposed credit enhancement program could be public housing authorities, non-profits, for-profits, local governments, public agencies, or public development authorities. Eligible beneficiaries were to be households earning 80 percent or less of the area median income.[footnoteRef:6]  [6:  The federal Department of Housing and Urban Development (HUD) defines “low income” as 80% or less of area median income. https://portal.hud.gov/hudportal/HUD?src=/topics/rental_assistance/phprog ] 


1998: Establishment of $50 million project-based credit enhancement program. In April 1998, the Council approved Ordinance 13093 to authorize the Executive to implement a project-based credit enhancement program of up to $50 million. The ordinance retained the program structure established through Ordinance 12808, adding the requirement of an annual status report to the Council.

The Council also approved a companion piece of legislation, Motion 10445, that outlined guidelines for the new program. These guidelines noted that the purpose of the program was to lower the costs of project development, but, “not to provide essential project financing that makes an otherwise infeasible project go forward.” 

This focus on the financial fitness of each housing project proposed for a contingent loan agreement under the credit enhancement program was detailed through a series of application requirements that included: a development pro forma, operating budget, management plan, market study, information on the financial capacity and experience of the applicant, and a scope of work and schedule. 

The guidelines noted that the County would generally limit the amount of project debt to be enhanced to 30 percent of the project’s debt. This amount was proposed as a way to balance risk to the County with a sufficient amount of credit enhancement to increase affordability.

2001: Expansion to $100 million. In December 2001, the Council approved Ordinance 14269, which expanded the project-based credit enhancement program to $100 million. 

To mitigate the County’s risk, the ordinance created a credit enhancement reserve account within the Housing Opportunity Fund.[footnoteRef:7] This reserve account was to be used if the County was obligated to make a loan to a housing development that had received credit enhancement and was subsequently unable to repay its lenders. The reserve account was to be funded through a new application fee of 0.2 percent of the amount of project debt to be credit enhanced. The reserve account was to be limited to one percent of total outstanding credit enhanced project debt.[footnoteRef:8]  [7:  In 2016, the Housing Opportunity Fund was consolidated with the Federal Housing and Community Development into a new Housing and Community Development Fund (HCD) through Ordinance 18387.]  [8:  Any moneys in the reserve account in excess of one percent of total outstanding credit enhanced project debt were to be transferred to the Housing Opportunity Fund.] 


In addition, the ordinance added an annual monitoring fee of 0.05 percent of the amount of credit enhanced project debt to be used for program administrative costs.

2008: Expansion to $200 million. In April 2008, the Council approved Ordinance 16075 to expand the project-based credit enhancement program to $200 million. This ordinance allowed for an increase in the fees charged to developers:

· The application fee could be between 0.2 and 0.4 percent; and
· The annual monitoring fee could be between 0.05 and 0.10 percent.

Experience with the project-based credit enhancement program. Executive staff note that the program has led to the preservation, acquisition or development of more than 2,200 affordable units in 19 developments. They report that there has been no project default to date. 

Decisions on the existing credit enhancement program are made based on each project using the guidelines adopted in Motion 10445. Guidance on these decisions is provided by a credit enhancement committee, which includes staff from the relevant County agencies (Department of Community and Human Services (DCHS) and Department of Executive Services (DES)), Council staff, the Washington Community Reinvestment Association, and representatives from private securities and home lending firms.

The project-based credit enhancement program has been used by both KCHA and non-profit affordable housing developers, although almost exclusively by KCHA. Executive staff report that the program currently has $50 million in remaining capacity. Examples of KCHA projects covered by the existing program include:

[bookmark: _GoBack]Table 1. KCHA projects through King County project-based credit enhancement

	Project Name
	Total Units
	Total CE*
Value of CE*
	Purpose of Credit Enhancement

	Springwood Apartments
	324
	$65 million
$4.5 million
	Preservation and renovation of 324 units of low income Section 8 housing (tenants pay 30% of income for rent).

	Overlake TOD
	300
	$28 million
$2.9 million
	280 units restricted to 60% AMI*
20 units restricted to 50% AMI

	Greenbridge Hope VI
	971
	$23 million
$2.7 million
	Credit enhancement allowed for higher quality construction and lower replacement reserves set-aside

	Eastwood Square
	48
	$4 million
$0.5 million
	Preservation of expiring Section 8 building (tenants pay 30% of income)

	Gilman Square
	125
	$25 million
$1.65 million
	25 units restricted to 60% AMI
38 units restricted to 80% AMI

	Nia Apartments
	82
	$15 million
$0.15 million
	Credit enhancement saved $150,000 in construction loan costs for new affordable development

	Meadowbrook Apartments
	115
	$15.5 million
$5.2 million
	Preservation and renovation of expiring Section 8 housing (tenants pay 30%)

	Villages at South Station
Corinthian Apartments
	191
	$39.7 million
$3.1 million
	93 units restricted to 60% AMI
95 units restricted to 80% AMI

	Continental Court &
Sunset Village
	326
	$10.65 million
$0.425 million
	40 units restricted to 30% AMI

	Wonderland Estates
	109
	$9.225 million
$4 million
	Mobile home park preservation:
39 units restricted to 50% AMI
34 units restricted to 80% AMI

	Seola Gardens
	177
	$31.5 million
$3.3 million
	72 units restricted to 30% AMI
54 units restricted to 50% AMI
49 units restricted to 60% AMI


*CE = credit enhancement, Value of CE = net present value savings, AMI = Area median income

KCHA Credit Enhancement Program. Proposed Ordinance 2017-0376 would amend the King County Code[footnoteRef:9] to create a new, $200 million credit enhancement program to be used solely by KCHA. Access to this new credit enhancement program would be made available to KCHA until December 31, 2022, after which time no new credit enhancement commitments would be made available unless otherwise approved by the County. This KCHA credit enhancement program would be structured in a different way than the existing, project-based program: from a risk management perspective, rather than assessing the financial viability of each individual project, the credit enhancement would be based on the overall financial strength of KCHA as an agency. [9:  K.C.C. 24.28] 


Executive and KCHA staff note that the intent of the new program is to allow KCHA easier access to the lower-cost municipal credit market, which has been difficult for KCHA to access since the recession. 

Executive staff estimates that the new program would add approximately 2,200 units of workforce rental housing. 

ANALYSIS

The proposed ordinance would expand an affordable housing financing concept King County has used for more than two decades – providing loan guarantees for affordable housing projects – but would adjust that concept to focus on KCHA as an agency rather than on individual projects. The proposed ordinance would update Code language for the existing program to make technical corrections to outdated references and would add a new section to outline the provisions of the new KCHA credit enhancement program. 

The existing, project-based program would remain active and unchanged and would continue to operate under its existing provisions.

The new KCHA program, as outlined in the proposed ordinance, would include:

Review process. The proposed KCHA credit enhancement program would base the review on KCHA as a whole, rather than an individual project, examining specifically, “the financial strength, legal and policy compliance of the King County Housing Authority and not based on an individual project viability review.” (§6.G) 

Risk management. To provide security to King County, the proposed ordinance requires that contingent loan agreements made under the program “shall be structured to minimize the county’s financial risk” and to allow King County to “have recourse to the King County Housing Authority’s general revenues as security for its contingent loan agreements.” (§6.I)

Affordability levels. Housing developed or preserved under the proposed program would be required to comply with KCHA’s requirements for affordability under state law,[footnoteRef:10] (§6.C) which requires that at least half of KCHA’s housing stock must be affordable to households at or below 80 percent of median income. (Note that in a briefing to the committee on August 15, 2017, the Executive Director of KCHA reported that 76 percent of KCHA’s housing stock (including units assisted through its Section 8 rent subsidy program) is currently affordable to households below 30 percent of median income,[footnoteRef:11] and that the remaining 24 percent of the housing stock is affordable to households between 30 and 80 percent of median.[footnoteRef:12] [10:  RCW 35.82 Housing Authorities Law]  [11:  30% of median income is $25,950 for a three-person household]  [12:  80% of median income is $64,800 for a three-person household] 


Types and location of housing. The proposed program allows KCHA to use credit enhancement for “acquisition, new construction or rehabilitation” to add to the stock of workforce housing units in the county. (§6.D) All properties developed or acquired under the program must be located in “areas with access to high capacity transit, schools, jobs, or other social amenities that support upward economic mobility.” (§6.E)

County Fees. The proposed ordinance would allow the County to collect an application fee of up to 0.3 percent of the amount to be credit enhanced (§6.K) and an annual monitoring fee of up to 0.1 percent. (§6.L) These fees would be placed in the Housing and Community Development Fund to be used for program administration. Unlike the existing, project-based credit enhancement program, the new KCHA program would not specify or create a reserve account. KCHA would be required to provide its annual audited financial statements to the County and to participate in an annual credit review. (§6.J)

Fiscal impact. The fiscal note transmitted with the proposed legislation (see Attachment 2) estimates revenues and expenditures from the application and monitoring fees, noting that all fees collected would be used by DCHS for program administration. Revenues are based on a 0.3 percent application fee and 0.1 percent annual monitoring fee, and assumes the program grows over time to reach 90 percent of the $200 million capacity. The fiscal note assumes $156,000 in 2017/2018, $337,000 in 2019/2020, and $397,000 in 2021/2022.

The Executive Finance Committee was briefed on the proposed new program on June 28, 2017. Legal counsel and policy staff have reviewed the proposed legislation and have not identified any issues of concern. KCHA staff have indicated that KCHA concurs with the legislation as transmitted.
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· Mark Ellerbrook, Regional Housing and Community Development Manager, Department of Community and Human Services
· Stephen Norman, Executive Director, King County Housing Authority
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3. Transmittal Letter
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