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SUBJECT

Proposed Ordinance 2018-0488 would increase, from $6 million to $10 million, the amount of money to be made available at any one time through the Interim Loan Program for affordable housing.

SUMMARY

In 2009, the Council established the Interim Loan Program[footnoteRef:1] as a way to facilitate the construction of affordable housing. The program uses County housing funds that have been committed to affordable housing projects but do not need to be disbursed immediately, to make short-term loans to housing developers to help them acquire property for affordable and homeless housing for households at or below 50 percent of area median income. [1:  Ordinance 16693] 


The goals of the Interim Loan Program are to increase the amount of affordable housing and to reduce the amount of permanent subsidy needed for housing by reducing the costs of holding property during the process of securing permanent funding.[footnoteRef:2] The Interim Loan Program limits loans to cases in which the housing developer can demonstrate that the housing project would be financially feasible and that permanent funding for the housing project would be obtained quickly enough that the interim loan could be repaid within five years.  [2:  Motion 13008, Attachment A] 


As currently established, the Interim Loan Program allows up to $6 million to be made available for interim loans at any given time. Proposed Ordinance 2018-0488 would increase that amount to $10 million. All other provisions of the program would remain unchanged.

Proposed Ordinance 2018-0488 would make the necessary Code changes to increase the size of the program. The 2019-2020 proposed budget would provide appropriation authority for the additional $4 million to be made available. No new revenues are needed, as the interim loans are made using existing County housing funds that are not immediately needed.


BACKGROUND 

Program History. In 1998, the City of Seattle Office of Housing implemented a bridge loan program to help affordable housing developers “bridge” the time between when they identified property for a potential housing project and when they could move forward with development of the property. The bridge loan program provided short-term loans using five million dollars in existing Seattle housing funding to help housing developers purchase property while they sought permanent project funding.

A decade after it began, the Seattle program had assisted approximately 15 projects, with most bridge loans repaid within two years. It was described as allowing the City of Seattle to take advantage of real estate opportunities in a heated market and secure sites that otherwise would have been lost.[footnoteRef:3] [3:  Motion 13008, Attachment A] 


Following the success of Seattle’s program, United Way of King County implemented an interim loan program in 2008, with $5 million from its housing fund available for short-term bridge loans for housing developers. 

That same year, as part of the 2009 annual budget ordinance, the King County Executive proposed an Interim Loan Program for King County.[footnoteRef:4] The Council encumbered that proposed funding with provisos that required a report by April 1, 2009, before the program could be implemented.[footnoteRef:5] During 2009, the Council approved a motion with the required proviso report outlining the details for the proposed Interim Loan Program[footnoteRef:6] and an ordinance to make the Code changes necessary to effectuate the program.[footnoteRef:7] [4:  Ordinance 16312, CIP Project #322801]  [5:  Ordinance 16312, Section 68, Proviso P1 and Section 125, Proviso P4]  [6:  Motion 13008]  [7:  Ordinance 16693] 


Current Program Requirements. The Interim Loan Program as currently operated is governed by Chapter 24.22 of the King County Code. Program provisions include:

· Program purpose. The program is operated to “facilitate acquisition of property for low-income housing.” More specifically, it allows King County to loan funds “to experienced housing developers on a short-term, interim basis to acquire property for affordable and homeless housing.” (KCC 24.22.010-020)

· Source of funding. The Code identifies the funding source for the Interim Loan Program as homeless housing and services program moneys and MIDD housing services moneys from the Housing Opportunity Fund,[footnoteRef:8] noting that although these funding sources are collected and awarded to projects annually, they are actually disbursed more gradually, resulting in a fund balance that is carried over from year to year. It is this fund balance that is used to fund the interim loans. (KCC 24.22.020) [8:  In 2016, the Housing Opportunity Fund and the Federal Housing and Community Development Fund were consolidated into a single fund called the Housing and Community Development Fund (Ordinance 18387). Proposed Ordinance 2018-0488 would update the Code with the new fund’s name.] 


· Amount of funding. The Code limits the Interim Loan Program to $6 million to be made available for interim loans at any given time. (KCC 24.22.020)

· Income levels served. The Code limits interim loans to affordable and homeless housing for households at or below 50 percent of area median income. Priority is to be given to projects that designate at least 25 percent of the units for homeless households at or below 30 percent of area median income. For these projects, borrowers must submit plans for how they will provide appropriate supportive services for the people to be served. (KCC 24.22.020-030)

· Project and borrower feasibility. The Code limits interim loans to housing developers that can “provide satisfactory assurances of project feasibility such that permanent funding for the project is highly likely to be secured and the interim loan amount will be repaid within a reasonable period of time, not to exceed five years.” The Code also requires that the borrower demonstrate that the loan funds will be used for eligible purposes and provide appropriate security to ensure repayment of the interim loan. In addition, the Code stipulates that:

· A single borrower may hold only one interim loan at a time;
· The borrower must have previously developed and operated publicly funded capital projects in King County and these projects must be well maintained and performing to industry standards;
· The borrower must provide annual financial audits with no findings of material weakness and must be in good standing with local public funders;
· The borrower must be current with any debt service;
· The borrower’s development track record must demonstrate that projects have been completed within acceptable timelines and within budget;
· The borrower must demonstrate the ability to secure permanent funding and pay off the interim loan with five years, and must begin the process of seeking permanent funding within a year of receiving the interim loan;
· The borrower must show that the proposed use of the property is compatible with the applicable Comprehensive Plan; and
· The borrower must provide a current appraisal of the property. (KCC 24.22.020-040)

· Loan guarantee. Interim loans are subject to applicable funding source restrictions and must be secured with a lien on the property acquired, with an affordability covenant agreement placed in first lien position. (KCC 24.22.040)

· Loan terms. Interim loans have an interest rate of three percent simple interest and a repayment period of five years. Up to 100 percent loan-to-value ratio may be allowed. (KCC 24.22.040)

Current Program Statistics. To date, the Interim Loan Program has awarded a total of $4.95 million to six projects with a combined total of 298 units. Table 1 provides a summary of interim loans to date.


Table 1. King County Interim Loan Program | Loans to Date

	Project (Developer)
	Location
	Loan Amount
	Units

	August Wilson Place (LIHI)
	Bellevue
	$1,656,416
	57

	Athene Apartments (Imagine)
	Kirkland
	$1,184,400
	91

	William J. Wood Veterans 
(Multi-Service Center)
	Federal Way
	$274,870
	45

	Ronald Commons (Compass)
	Shoreline
	$600,000
	58

	Athene Apartments (Imagine)
	Kirkland
	$815,600
	*

	Renton Commons (LIHI)
	Renton
	$420,000
	47

	TOTAL
	
	$4,951,287
	298


* Loan modification

According to Executive staff, all of the loans made to date by the Interim Loan Program have been repaid. The same underwriting and other requirements currently contained in the King County Code for the program (as described above) would remain in effect following the proposed increase of loan funds. 

Proposed Ordinance 2018-0488. The proposed ordinance would make one substantive change to the Interim Loan Program requirements in the King County Code: it would increase the amount that can be loaned at any given time from $6 million to $10 million. According to the fiscal note, the proposed increase to the loan limit is due to the increased cost of land and the size of the loans needed to make projects competitive. 

The proposed ordinance would also make one non-substantive change to the Code: it would update this section of the Code with the correct name of the Housing and Community Development Fund. In 2016, the Housing Opportunity Fund and the Federal Housing and Community Development Fund were consolidated into a single fund called the Housing and Community Development (HCD) Fund.[footnoteRef:9] The 2016 fund consolidation legislation updated the fund’s name in K.C.C. 4A.200.297 and K.C.C. 4A.200.360, but did not make the update to the fund’s name in K.C.C. 24.22.020. Proposed Ordinance 2018-0488 would make that update. [9:  Ordinance 18387] 


ANALYSIS

Proposed ordinance 2018-0488 would make the necessary Code changes to increase the size of the Interim Loan Program for affordable housing. The 2019-2020 proposed budget would provide appropriation authority for the additional $4 million dollars to be made available. No new revenues are needed, as the interim loans are made using existing County housing funds that are not immediately needed.

The HCD Fund has a biennial budget of nearly $250 million, meaning that a short-term Interim Loan Program of $10 million would be a relatively small component to manage within the fund. However, because the moneys managed in the HCD Fund are constrained by local, state, and federal program requirements, and because the proposed budget would spend down fund balance in the HCD Fund to cover interfund borrowing for the Transit-Oriented Development (TOD) affordable housing program in advance of bonds being issued against future lodging tax revenues, it will require careful attention on the part of the Executive to manage the Interim Loan Fund so that the HCD Fund remains compliant with the County’s adopted fund management policies. 

Executive staff has asserted that the HCD Fund will meet fund management policies even with the larger Interim Loan Program amount, stating that, “Funding spent on new construction commitments will most likely be slower due to unexpected delays which will allow the projected committed reserve to cover the TOD expenditures and Interim Loan Program without causing HCD to fall out of compliance with County fund management policies. However, DCHS will closely monitor spending on TOD projects and assess fund balances to ensure adequate cash flow before committing to interim loans.” 

The increase in available funding would not change any of the other requirements for the loan program and thus should not materially increase the County’s risk.


ATTACHMENTS

1. Proposed Ordinance 2018-0488
2. Fiscal Note

INVITED

· Mark Ellerbrook, Regional Housing and Community Development Manager, Department of Community and Human Services
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