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Proposed Substitute Ordinance 2004-0430 passed out of committee with a “Do Pass” recommendation.  The legislation was amended to include findings that unique circumstances exist to transfer the property to an experienced developer, and will allow for council approval of the negotiated sale of the property.  Proposed Ordinance 2004-0431 had no changes and also passed out of committee with a “Do Pass” recommendation.
SUBJECT:
Two ORDINANCES that would provide for short-term loans from federal Community Development Block Grant (CDBG) funds to finance two affordable housing projects.  
SUMMARY:

The executive is proposing that Community Development Interim Loans (CDIL) be approved to fund the development of two affordable housing projects:  
· $1.75 million loan to provide for infrastructure for the Greenbridge Hope VI project in White Center
· $4 million loan to provide for a developer to acquire property in the Skyway/West Hill area for a new community (Brooks Village)
The United States Department of Housing and Urban Development (HUD) oversees CDBG funding.  HUD approves interim use of CDBG funds provided that the proposed projects meet CDBG eligibility criteria.  The county has made nineteen loans of this type since 1985, the last occurring in 2000.  The loans are limited to 2.5 years (30 months) because the funds being loaned have already been allocated to CDBG projects.  
The proposed loans must be made before November 1 to meet HUD timely expenditure requirements for CDBG funding.  Failure to meet these requirements could result in the loss of up to $1 million of 2005 CDBG entitlements to King County.  The county’s annual entitlement amount is usually about $7 million.  
BACKGROUND:
Entitlement Community Grant Funding

Federal CDBG grant funds provide eligible metropolitan cities and urban counties (called "entitlement communities") with annual direct grants that they can use to revitalize neighborhoods, expand affordable housing and economic opportunities, and/or improve community facilities and services.  The county manages federal housing and community development funding and acts as a pass through-agent to cities for CDBG funds.  The 2004 budget included expenditure authority for $8.9 million in CDBG funds.  Of that amount, $3.2 million is designated for unincorporated communities and small cities funding.  The remaining funds are passed through to other cities in King County.
CDBG projects principally benefit low and moderate income persons.  CDBG grant funds are restricted to projects that must meet federally mandated criteria and go through application processes.  Eligibility criteria for projects fall into four major categories.  The projects:
1. Must benefit low to moderate income persons

2. Must meet certain eligible activity standards – usually for capital construction
3. Must pass environmental review standards

4. Must incorporate construction requirements that are subject to certain federal wage rates
Interim Loan Program:

King County deposits its Federal CDBG grant funds into its Federal Housing and Community Development (FHCD) fund.  The county carries a significant balance in this fund as the result of two main factors:  First, the start dates of proposed projects usually do not coincide with the receipt date of the grant funds.  Second, like the county’s Capital Improvement Program (CIP), projects funded with grants through the FHCD fund often require multiple years for completion and funds are carried over annually until projects are complete.  The federal government recognizes this dynamic and allows unused fund balance to be loaned during the interim to businesses, nonprofit agencies, and other local governments through the Community Development Interim Loan (CDIL) Program.  Currently, $17 million in CDBG funding is committed to projects that are not yet ready to begin and consequently is available for interim loans.  
The standard CDBG eligibility requirements apply to all interim loans.  Eligible projects include economic development and other capital projects such as the acquisition of community facilities.  The term of CDIL loans are limited to 2.5 years (30 months) because the funds being loaned have already been allocated to CDBG projects.  CDIL loan recipients benefit from a lower interest rate than they would receive from a bank lender.  
CDIL are considered secure loans because loan recipients are required to provide an irrevocable letter of credit from a bank rated A or better as security.  This letter protects the county and allows CDBG funds to be available as needed for projects.  The loan can be “called in” by the county at any time, at which point the bank takes over the loan for the beneficiary – although usually at a higher interest rate.  
Necessary Timelines for CDIL Disbursement
CDBG funds are available on a short-term basis because the community projects that these funds have been committed to are not yet ready to spend.  HUD institutes timely expenditure requirements on CDBG entitlement communities and reviews the county’s letter of credit on November 1 to check the expenditure rate.  To meet these requirements, the Housing and Community Development Program needs to expend approximately $6.6 million prior to November 1.  CDILs have helped the county meet its timely expenditure requirements in past years.  However, if the proposed interim loans are not instituted by November 1, the county’s 2005 entitlement could be reduced by 30 percent of the amount that is considered untimely or possibly $1 million.

Interim loans have not occurred at past rates and have been difficult to make because:
· The current economy has been slow.

· Interest rates available to developers have been lower than can be offered by CDBG funding.

· Endangered Species Act (ESA) requirements have slowed the permitting process for all CDBG community projects.

· Low interest rates have been available to developers through other sources.

· Businesses have not been expanding at the same rate as in past years.  
The executive is proposing that two projects be funded by the CDIL program.  The projects would provide infrastructure for new affordable housing development in unincorporated King County areas.  The council adopted the King County Consortium Consolidated Housing and Community Development Plan in Motion 11218 that prioritizes CDBG projects.  The two proposed projects further the plan’s community development objectives to provide decent, affordable housing and to establish and maintain a suitable living environment.  The federal government allows unused fund balance to be used for interim loans.  
ANALYSIS:

The executive has transmitted two ordinances for council approval – one for each of the two proposed CDILs.  They will be discussed individually below:
Proposed Ordinance 2004-0430:  Brooks Village CDIL Acquisition Loan - $4,000,000
Brooks Village, which is located in the Skyway/West Hill unincorporated area, is an affordable housing project that was originally planned for development using HOME
 funding.  The property contains 14 acres of undeveloped residential land that received final plat approval by the council on August 23, 2004.  The executive anticipates that of the fourteen acres comprising the site, approximately five acres of wetlands will be preserved.  

Recently, significant difficulties have occurred regarding development of the Brooks Village site for affordable housing.  The original developer selected to oversee Brooks Village appears to be unable to complete the project and the county is working to ensure that the project will continue and that an experienced affordable housing developer can complete the project.  
Proposed Ordinance 2004-0430 would authorize an interim loan of up to $4,000,000 to an experienced developer.  The CDIL would allow the developer to acquire the property located at 11433 Renton Avenue South and to clear title to the property, construct infrastructure, and develop up to 56 units of affordable home ownership opportunities for low and moderate income families.  The developer is being selected through a Request for Qualifications (RFQ) that was issued on September 16, 2004.  The executive anticipates that responses will be received by October 1.  The CDIL must be fully secured by an irrevocable letter of credit, so in addition to experience developing affordable home ownership projects, the developer must also be able to secure this letter of credit.  
The Executive is currently involved in negotiations to ensure orderly transfer of the property title and to finalize the handling of outstanding liens against the property.  Liens are currently held by King County ($700,000) and by the KCHA ($1.6 million).  The county has also expended an additional $375,000 to secure the final plat approval in anticipation that the project will be taken over by an experienced non-profit developer.  A possible result of these negotiations may be that as an interim step, the current owner would deed the property to King County.  Striking and title amendments have been prepared to provide for this possibility.  

Striking and Title Amendments
In the event that the property is transferred to the county, the executive is recommending that the council find that unique circumstances exist to transfer the property to an experienced developer in a negotiated sale.  These findings are required by K.C.C. 4.56.100 and are included in the striking amendment.  The property would be transferred in the negotiated sale subject to an Affordable Housing Covenant Agreement limiting development of the property for affordable housing in a manner consistent with federal HOME regulations.  
Striking Amendment S1 and Title Amendment T1 have been prepared that would allow council approval of a negotiated sale of the property at this time – thus avoiding the need for approval of additional legislation that includes these terms and conditions in October during council consideration of the 2005 budget.  
The amendment has been reviewed extensively by the Prosecuting Attorney’s Office and is ready for passage should the committee wish to take this option.  
Proposed Ordinance 2004-0431:  Greenbridge CDIL Acquisition Loan - $1,750,000
On September 7, 2004, the council approved Motion 11990 that authorized the executive to seek financing for the county’s $10 million pledge to the Greenbridge (Hope VI) development in White Center.  The motion authorized the use of a HUD Section 108 loan and a CDBG float loan to defray the cost of the capital infrastructure commitment for the development.  Proposed Ordinance 2004-0431, if approved, would provide for a CDBG float loan of up to $1.75 million.  
Funds from the float loan will be used by the King County Housing Authority (KCHA) to begin the supporting infrastructure such as roads, sidewalks, and open space for Greenbridge.  If the KCHA spends the funds on expenditures for which the identified King County fund sources may legally expend capital funds, the loan will be “forgiven” and the CDBG funds will be repaid within 30 months from these King County fund sources.  
The following table shows the total spread estimated for committed county funds and the amounts committed for the repayment of the interim float loan.  

	Funds
	County Pledge
	CDBG float loan
	Remaining Pledge

	Roads
	$ 3,000,000
	$ 893,891
	$ 2,106,109

	Water & Land Resources
	$ 1,000,000
	$ 447,963
	$    552,037

	REET (Parks)
	$ 1,000,000
	$ 247,963
	$    752,037

	Housing Opportunity (HOF)
	$ 1,500,000
	$ 160,183
	$ 1,339,817

	CDBG
	$ 1,500,000
	-----
	$ 1,500,000

	Other Housing funds

	$ 2,000,000
	-----
	$ 2,000,000

	Total
	$10,000,000
	$ 1,750,000
	$ 8,250,000


An irrevocable letter of credit is not needed from KCHA, since it is King County government that is committing to repay the CDBG funds.  
The executive has begun a loan application process for a $6.25 million HUD Section 108 loan to support a portion of the $10 million pledge for Greenbridge.  The HUD loan application process will take up to six months.  The executive hopes to bring HUD’s terms and conditions for this loan to the council for approval in the first quarter of 2005.  The county fund sources listed above will repay the HUD loan over 10 to 20 years.  (The final $2 million – listed as other housing funds - will come from the county’s housing funds for which KCHA will apply when housing construction is ready to begin.)
REASONABLENESS:
Passage of the proposed legislation would ensure that:

1. Brooks Village Development will be completed by an experienced non-profit affordable housing developer

2. The county’s pledge to Greenbridge for infrastructure construction would begin in early 2005, as promised  
3. 2005 CDBG funding from HUD would not be reduced due the county not meeting timely expenditure requirements  
Passage of Striking Amendment S1 and Title Amendment T1 to Proposed Ordinance 2004-0430 and passage of Proposed Ordinance 2004-0431 would constitute a reasonable business and policy decision.
INVITED:


· Steve Call, Director, Office of Management and Budget

· Vince Tom, Housing Project Manager, Department of Community and Human Services

· Ray Moser, Manager, Economic Development Program, Business Relations and Economic Development
· Peggy Pahl, Civil Division, Prosecuting Attorney’s Office

� The Home Investment Partnerships Program (HOME) is a source of federal housing development funds created under the National Affordable Housing Act of 1990.  HOME funds are administered by King County in cooperation with Consortium member cities.  The purpose of HOME is to expand the supply of permanent affordable housing for low and very low-income families and individuals.


� KCHA will apply for the $2 million housing funds portion of the pledge when housing construction is ready to begin.  
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