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April 1, 2009
The Honorable Dow Constantine
Chair, King County Council

Room 1200

C O U R T H O U S E
Dear Councilmember Constantine:

Enclosed for the King County Council’s consideration is a motion approving an interim loan program for housing to be administered in conjunction with the Affordable Housing Capital Funding Program in the Department of Community and Human Services (DCHS).
The interim loan program was originally included in the 2009 Executive Proposed Budget for the Housing Opportunity Fund (HOF), but the requested appropriation of $6 million for the program was not included in the adopted budget.  The King County Council requested the submittal of a report specifying the components, requirements, processes, oversight and reporting of an interim loan program to be administered by DCHS.  The proviso reads as follows:

Of this appropriation, no amount may be encumbered nor expended toward the interim loan program, described in the executive’s 2009 proposed budget under CIP Project number 322801, until council approves by motion a report that specifies the components, requirements, processes, oversight and reporting of an interim loan program that would be administered by King County.  The executive, in collaboration with the mental illness and drug dependency oversight committee, with assistance from council staff and the office of the prosecuting attorney, shall develop this report.
This report is due to the council on April 1, 2009.  Eleven copies of the report must be filed with the clerk of the council, who shall retain the original and will forward copies to each councilmember and to the lead operating budget, fiscal management and select issues committee, or its successor.

Enclosed with this motion are the requested interim loan program report, the interim loan program policies and an interim loan program flow rate analysis showing that sufficient funds will be available for the loan program.  I will be requesting the additional $6 million in appropriation authority in an appropriation ordinance.
An interim loan is a short term loan.  Short term loans allow nonprofit housing developers to acquire property more quickly; they are paid back when the agencies have gathered all the long term or permanent financing needed for the project.  This proposed King County interim loan program would use funds that have been reserved, but are not yet needed for other housing projects.  There are two main benefits to the program.  First, it will allow the county to maximize its limited housing resources by effectively using each dollar twice: once on an interim basis, and then a second time after it is repaid, on the permanent commitment.  Even though we would be using funds that have already been committed, they are available for interim use from the HOF fund balance because the HOF projects generally take more than one year to spend down the funds committed to them.  Second, an interim loan program allows non-profit housing developers to more quickly seize opportunities to acquire property.  Without access to an interim loan, the developer would either have to spend many months applying to various public and private funders to put the funding packages for their permanent financing together (by which time the opportunity may have been lost), or would have to take out a higher interest commercial interim loan, should one even be available.  With access to a King County interim loan, the developer is able to act nimbly, and to keep overall project costs down, both of which are beneficial in creating homeless housing in a timely manner and helping us stretch our limited dollars.
While it may seem risky to loan our already-committed housing dollars for an interim use and still expect those dollars to be available when they are needed for the permanent commitment, in effect the risk is small because we will be taking three important steps to mitigate risk.  First, we are proposing a cap on the total amount of dollars to be loaned out at any one time.  We have included a cash flow rate analysis that demonstrates that a $6 million cap will still leave more than enough funds available to meet our permanent commitments at any one time.  Second, we are proposing to loan only to housing agencies that have a successful development track record, and only for projects which can pass a rigorous feasibility review.  That review is the same review that all our housing projects must undergo before any commitment is made, and it is conducted by experienced external as well as internal housing finance specialists.  Third, we will be securing each interim loan with a lien on the property acquired with the loan.  Therefore, if the agency is not successful in obtaining permanent financing, the property will be sold to repay our loan.  In short, the benefits of the proposed interim loan program far outweigh the risks, which are minimal.

Some key points about the proposed interim loan program are as follows:

· It is modeled on a successful interim loan program run by the City of Seattle Office of Housing for non-profit housing developers since 1998, which has assisted 15 affordable housing projects with all loans paid back in approximately two years.  Staff consulted extensively with the City of Seattle and also with United Way, which has been developing a similar interim loan program, in crafting the proposed King County program.
· The loan program will primarily use Homeless Housing and Services Funds (authorized by RCW 36.22.178 and 36.22.179 and appropriated into the HOF fund).  These funds are administered by the King County Housing and Community Development Program (HCD) in consultation with the King County Committee to End Homelessness.
· Mental Illness Drug Dependency (MIDD) Housing Services Funds, Plan 3A, will be available for the loan program to a lesser extent, and then only for a project that will serve MIDD-eligible tenants.  

· Loan funds will only be available to acquire and hold property until all permanent financing can be pursued and secured for the development or rehabilitation of affordable housing that will include units for homeless households.  The permanent funding will repay the loan.
· There is a proposed cap of $6 million dollars on the total amount of interim loans out at any point in time; this cap is conservative and leaves adequate fund balance in the Homeless Housing and Services Funds and MIDD funding streams (see ongoing fund balance in flow rate analysis spreadsheet).

· There will be a five year maximum term to pay back the loan; this will allow projects adequate time to apply to and secure financing from all permanent funding sources, even though we anticipate most loans will be paid back in less than three years.  If the project is not able to secure permanent funding, the property will be sold to repay the interim loan.
· The program will only accept applications from agencies with a high likelihood of successful project completion: the agency must have a strong track record and portfolio of projects that are performing well, as well as a strong proposal for the individual project, which will have to meet the same standards we require for our permanent funding program.  In addition, the Department will be advised by a loan committee with representation from external as well as internal housing finance specialists.
· Loans will be secured by a lien on the property acquired and an affordable housing covenant placed in first lien position on every property.

· The loan projects will be closely monitored, and loan program reports will be made semi-annually to the interjurisdictional Joint Recommendations Committee, which oversees most of our countywide housing capital dollars, as well as to the MIDD Oversight Committee when MIDD funds are included in a loan.

If you have any questions or would like any further information, please feel free to contact Jackie MacLean, Department of Community and Human Services Director, at 206-263-9100.  
Sincerely,

Ron Sims

King County Executive
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  Saroja Reddy, Policy Staff Director




  Anne Noris, Clerk of the Council

     Frank Abe, Communications Director

Bob Cowan, Director, Office of Management and Budget 
Cindy West, Budget Supervisor, OMB
Jackie MacLean, Director, Department of Community and Human Services (DCHS)
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Linda Peterson, Director, Community Services Division (CSD), DCHS
Cheryl Markham, Project/Program Manager IV, CSD, DCHS

