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COMMITTEE ACTION

	
Proposed Ordinance 2016-0107.2, which would authorize the Executive to enter into an interlocal agreement to establish and administer the Regional Equitable Development Initiative (REDI) Fund, passed out of committee on May 3, 2016, with a “Do Pass” recommendation. The motion was amended in committee with Amendment 1 to provide technical clarifications.





SUBJECT

Proposed Ordinance 2016-0107 would authorize the Executive to enter into an interlocal agreement (ILA) with the City of Seattle, A Regional Coalition for Housing (ARCH), and Snohomish and Pierce counties to establish and administer the Regional Equitable Development Initiative (REDI) Fund. 

SUMMARY

The Regional Equitable Development Initiative (REDI) Fund was developed as part of a continuum of housing strategies to serve populations ranging from very low income people or those experiencing homelessness to “workforce” housing for people who are at risk because of the region’s rapidly increasing rents and home prices. The REDI Fund, which was developed as part of the Puget Sound Regional Council’s Growing Transit Communities project, would focus in particular on purchasing land and buildings near high-capacity transit for workforce and mixed-income housing. 

The REDI Fund would be a revolving loan fund available to non-profit and for-profit developers prepared to make a 50-year affordability commitment of at least 10 percent of units at the lower of 20 percent below market rate or affordable to households at or below 80 percent of area median income. (Several of the individual public funders have more stringent affordability requirements for their funds that would be applied in addition to those baseline requirements.) Loans from the REDI Fund would be distributed around the three-county region through a formula based on individual jurisdictions' contributions to the REDI Fund and the combined population-transit nodes in each area.

To date, $21 million has been pledged to the REDI Fund King County has contributed $1 million[footnoteRef:1] through its biennial budget and is anticipated to pass through a $2.5 million state grant to be used throughout the three-county region.[footnoteRef:2] [1:  Ordinance 17941, Section 103, Housing Opportunity Fund]  [2:  Executive staff indicate it will be included in the 2016 supplemental budget ordinance] 


Proposed Ordinance 2016-0107 would authorize execution of an interlocal agreement among the participating jurisdictions: King County, City of Seattle, A Regional Coalition for Housing (ARCH), and Snohomish and Pierce counties.

BACKGROUND 

Growing Transit Communities. In 2010, in recognition of the region’s $25 billion investment in expanded transit, the Puget Sound Regional Council (PSRC) convened a group of public, private, and community stakeholders to plan how these transit investments could help the region achieve the goals set by VISION 2040.[footnoteRef:3]  [3:  VISION 2040 is the region’s strategy for meeting accommodating the increase in population expected in the region by 2040. The Puget Sound Regional Council adopted VISION 2040 in April 2008. http://www.psrc.org/growth/vision2040 ] 


This effort was called Growing Transit Communities (GTC), and it was funded with a $5 million regional planning grant from the federal Partnership for Sustainable Communities.[footnoteRef:4] GTC developed an initial statement of purpose called the Growing Transit Communities Compact, which noted that the planned transit investments “present a once-in-a-lifetime opportunity to shape the region’s urban form and ensure that transportation improvements support sustainable development and foster vibrant, healthy neighborhoods for all.”[footnoteRef:5] The Compact articulated three goals: [4:  The Partnership for Sustainable Communities is an interagency partnership of three federal agencies: the Department of Housing and Urban Development (HUD), the Department of Transportation (DOT), and the Environmental Protection Agency (EPA), https://www.sustainablecommunities.gov/ ]  [5:  Growing Transit Communities Compact, http://www.psrc.org/assets/10017/GTCCompact.pdf?processed=true ] 


1. Attract more of the region’s residential and employment growth to high-capacity transit communities; 
2. Provide housing choices affordable to a full range of incomes near high-capacity transit; and 
3. Increase access to opportunity for current and future residents of transit communities. 

GTC then published a Growing Transit Communities Strategy that included 24 strategies in four areas: 

· Foundation Strategies recommended a regional and local framework for ongoing work to support transit communities;

· Strategies to Attract Housing and Employment Growth recommended actions to make urban places that are attractive to households and businesses, remove barriers to development, and support development in emerging markets;

· Strategies to Provide Affordable Housing Choices recommended actions to achieve the broadest range of affordability in transit communities; and 

· Strategies to Increase Access to Opportunity recommended actions to identify existing and potential new resources and tools to meet community needs, and build support for equitable transit communities.[footnoteRef:6] [6:  Growing Transit Communities Strategy, http://www.psrc.org/growth/tod/growing-transit-communities-strategy/ ] 


Equitable Transit Communities. As part of its work on strategies to increase access to opportunity and develop equitable transit communities, GTC analyzed housing demand and determined that approximately 17.5 percent of the expected growth in the region could be accommodated in the half-mile areas near light rail stations.[footnoteRef:7] However, it noted that this potential for increased development in transit-rich communities could result in higher prices for land and buildings, potentially displacing low- and moderate-income households. In fact, research conducted by Northeastern University concluded that, “a new transit station can set in motion a cycle of unintended consequences in which core transit users—such as renters and low income households—are priced out in favor of higher-income, car-owning residents who are less likely to use public transit for commuting.”[footnoteRef:8] [7:  Puget Sound Regional Council, A Regional TOD Fund: Ensuring That Transit Communities Grow Equitably, September 2012: 
http://www.psrc.org/assets/8674/TODFundWhitePaperReport12-17-12.pdf?processed=true]  [8:  Dukakis Center for Urban and Regional Policy, Northeastern University, Maintaining Diversity In America’s Transit-Rich Neighborhoods: Tools for Equitable Neighborhood Change, October 2010:
http://www.northeastern.edu/dukakiscenter/wp-content/uploads/2011/12/TRN_Equity_final.pdf] 


GTC studied options through which public housing authorities, non-profit housing developers, or public agencies could provide affordable housing in transit station areas and thus create opportunities for a mix of affordability levels. However, the research identified time as a significant challenge. Public agencies and non-profit developers need time – often several years – to assemble the needed funding to purchase land or buildings, typically competing for multiple funding sources that may have limited availability. In an environment in which land and building prices are appreciating and demand is high, organizations that cannot move quickly may not be able to compete. 

REDI Fund. The Regional Equitable Development Initiative (REDI) Fund was proposed as a solution to that problem. It would aim to promote the GTC goal of equitable transit communities by serving as a Transit-Oriented Development (TOD) revolving loan fund that could help bridge the time challenge faced in areas in which prices are increasing. The REDI Fund would be used in the “walkshed” areas near existing and planned high-capacity transit stations for:

· Preservation of existing property to enable the purchase of buildings where the existing market rate housing is affordable to low-income households but is expected to increase, or projects with expiring rental subsidies that could be renewed (such as Section 8 contracts). 

· Property acquisition for new housing development. 

Enterprise Community Loan Fund and Impact Capital developed a business plan framework[footnoteRef:9] for the REDI Fund, and public sector partners from around the region worked to raise public seed funds, attract private capital, and structure an operating model.  [9:  Enterprise Community Loan Fund and Impact Capital, Central Puget Sound Regional Equitable Development Initiative (REDI) Fund Business Plan Framework:
http://www.psrc.org/assets/11578/REDIFundFramework.pdf?processed=true
Enterprise Community Partners is the parent organization for a set of entities that lend funds, finance development and manage and build affordable housing. To date, Enterprise has invested $18.6 billion and helped create nearly 340,000 homes. Enterprise was established in 1982 by developer Jim Rouse.] 


Proposed Interlocal Agreement. Proposed Ordinance 2016-0107 would take the next steps to establish and administer the REDI Fund. It would authorize the Executive to enter into an ILA with King County's public sector partners. That ILA and a Master Credit Agreement that is referenced in the ILA but would be developed and approved by the partners following execution of the ILA would set the policies and procedures through which the REDI Fund would be organized and loans would be made to projects. The proposed ILA includes:

· Goals for the REDI Fund. The ILA lists the goals of expanding and preserving affordable housing choices near frequent or high-capacity transit; advancing transit ridership through nearby density; supporting transit-oriented development; overcoming barriers to site acquisition for affordable housing developers; enabling the acquisition of residential properties for long-term affordability; and financing projects that achieve transit-supportive densities. (Recitals)[footnoteRef:10] [10:  The full text of the ILA can be found as Attachment A to Proposed Ordinance 2016-0107.] 


· Minimum affordability requirement. The ILA sets the requirement that a minimum of 10 percent of the units in a project seeking a REDI Fund loan must, for a minimum period of 50 years, be priced at least 20 percent below the level of the area market. It also notes that affordable units must be affordable to households at or below 80 percent of area median income. (§II.A.1) 

· Affordable Housing Regulatory Agreement. The affordability terms would be recorded in an agreement that runs with the property. The ILA provides that this agreement can be updated if and when a project receives permanent financing. (§II.A.5)   

· Application Process. REDI Fund loans would be awarded through a rolling application process. Both non-profit and for-profit developers will be eligible to apply. (§II.B.2)

· Geographic Distribution. The ILA includes a chart showing a geographic distribution for REDI Fund loans (see discussion below in Analysis section). This geographic distribution is based on the financial contribution of each public partner, as well as the population-transit node density of each area. (§II.B.3, Appendix A)

· Eligible Uses. The REDI Fund would be used for acquisition of land for new development for housing at transit-supportive densities; acquisition of existing multi-family housing with the goal of minimizing displacement of existing residents; or pre-development funds to support the development of properties acquired with a REDI Fund loan. (§II.C)

· REDI Fund Structure and Amounts. The ILA describes the REDI fund as a "syndicated loan" structure that would be organized into three tiers of funding. (§II.D, III.A) These funding tiers would be:

· A first tier (called the Public Top Loss Account), which would be comprised of funds from public funders, and which would be made available to borrowers at no interest; and
· A second and third tier from private investors that would be made available to borrowers at a variety of interest rates.

Each loan would be a blended combination of funds from different tiers with a blended interest rate. Loans might combine funds from the public funders (from the Public Top Loss Account). Table 1, below, summarizes the public funds to be committed to the REDI Fund through the ILA, as well as the commitments that have been made for the second and third tier. (The specific amounts and funders for the second and third tier are not specified in the ILA.)

Table 1. REDI Fund Proposed Structure 

	Tier
	Source
	Amount

	First Tier
Top Loss Public Account
	A Regional Coalition for Housing (ARCH)[footnoteRef:11] [11:  ARCH funds would be provided by: Bellevue ($250,000), Issaquah ($36,500), Kenmore ($25,000), Kirkland ($120,000), Mercer Island ($11,500), Redmond ($50,000), and Woodinville ($7,000). (§III.A.3)] 

	$500,000

	
	King County
	$1,000,000

	
	State of Washington 
	$2,500,000

	
	City of Seattle
	$1,000,000

	Second Tier
	Living Cities
	$3,500,000

	
	King County Housing Authority
	$2,000,000

	Third Tier
	Enterprise
	$10,500,000

	TOTAL
	
	$21,000,000


Source: Section III.A of Attachment A to Proposed Ordinance 2016-0107 and Appendix A to Attachment A to Proposed Ordinance 2016-0107

· Public Funder Requirements. The funds contributed by King County, the State of Washington, and City of Seattle contain specific requirements in addition to the minimum affordability requirements of the REDI Fund overall. 

· King County’s contribution was appropriated as part of the 2015/2016 biennial budget (Ordinance 17941, Section 103, Housing Opportunity Fund). It requires funding within seven years for at least five units affordable to households at 50 percent of area median income and 15 units affordable to households at 30 percent of area median income.[footnoteRef:12] (§III.A.1) [12:  Currently, 50% of area median income for a family of four is $43,400 and 30% of area median income for a family of four is $26,040] 


· The State of Washington funds, which have been awarded through an agreement with PSRC, would be passed through King County. The Executive has indicated the intention of seeking appropriation authority for these pass-through funds as part of the 2016 supplemental budget ordinance. These pass-through funds are to be used to support affordable housing near transit stations in the Sound Transit service area, which includes King, Pierce and Snohomish counties. (§III.A.1)

· The City of Seattle contribution has been appropriated from Seattle Housing Bonus Funds. It is limited to projects within Seattle and requires funding within five years for at least 10 units affordable to households at 80 percent of area median income within Seattle.[footnoteRef:13] (§III.A.2) [13:  Currently, 80% of median income for a family of four is $69,400] 


· Conditions for release of funds. The ILA stipulates that the public funds cannot be released until: the ILA has been executed; a Master Credit Agreement has been drafted and executed; an Oversight Committee (see below) has been constituted; the public partners' staff team has determined that all necessary documents have been approved by the Oversight Committee; and at least $18 million has been committed to the REDI Fund through a combination of all three tiers. (§III.B)

· Administrative Agent. The REDI Fund is proposed to be managed by an Administrative Agent. The duties and responsibilities of the Administrative Agent would be specified in the Master Credit Agreement, which is to be drafted by the public partners and approved by the Oversight Committee. The Administrative Agent would take the lead role in obtaining second and third tier investors. (§IV.A) Executive staff indicate that Enterprise Community Partners is anticipated to be selected as the Administrative Agent.

· Governance. The REDI Fund would be governed by three committees made up of funders, investors and stakeholders. Table 2 shows the proposed structure and duties of these committees:

Table 2. REDI Fund Governance Structure 

	Committee Name
	Role
	Members

	Advisory Committee
(§IV.B.1)
	· Provide recommendations to the Oversight Committee and Administrative Agent
· Must meet at least once a year 
	· Stakeholders from affordable housing and transportation
· Reps from all investor entities
· Administrative Agent
· At least 1 public funder must attend

	Oversight Committee
(§IV.B.2)
	· Oversee details of the direction and business of the REDI Fund
· Set criteria for loan application approval
· Oversee REDI Fund evaluation process
· Review and amend REDI Fund policies and procedures
· Revise REDI Fund underwriting criteria
· Revise Master Credit Agreement
· Meet at least twice a year/year
	· Chaired by a Public Top Loss (first tier) public funder, with chairmanship to be rotated
· 1 seat for each Public Top Loss public funder
· 1 seat for the Administrative Agent
· 1 rotating seat for jurisdictions that get WA grant funds (Pierce, Snohomish)
· 1-2 rotating seats for Tier 2 lenders
· 1-2 rotating seats for senior Tier 3 lenders

	Credit Committee
(§IV.B.3)
	· To be convened periodically
· Review and approve loan applications
· Evaluate requests for amendments or loan extensions
	· 1 seat for Most Local Public Funder of the application
· 1 rotating seat for first tier public funders other than Most Local
· 1 rotating seat for second tier investors
· 1 rotating seat for third tier investors
· 1 seat for the Administrative Agent



· Master Credit Agreement. In addition to the ILA, the REDI Fund investors would develop and agree to a Master Credit Agreement, which would be used to establish:
· The roles, responsibilities, and duties of the investors, committees, and Administrative Agent;
· Procedures to replace the Administrative Agent, if necessary;
· Amounts and terms of the investors' contributions;
· Eligible borrowers and eligible project locations;
· Procedures, including the REDI Fund loan application;
· Geographic distribution of loan funds (per Appendix A);
· Terms and conditions for use of public funds;
· Provisions for mitigating loss of public funds;
· Provisions for moving forward after the ILA expires in 10 years, if it is not renewed; and
· Responsibilities of the Administrative Agent. (§V)

ANALYSIS

The proposed ILA would implement the REDI Fund under the terms agreed to by the public partners as part of the PSRC's Growing Transit Communities process. During briefings on the REDI Fund in late 2015 and early 2016, Councilmembers asked about the following proposed aspects of the REDI Fund:

Affordability Requirements. As noted above, the ILA would require at least 10 percent of the units in a project that receives a REDI Fund loan to be “affordable” for 50 years, meaning the lower of:

· Rent or sales prices at least 20 percent below the market average for the area; or
· Rent or sales prices affordable to households at or below 80 percent of area median income[footnoteRef:14] (though greater affordability will be encouraged). [14:  Eighty percent of Area Median Income for a family of four is currently $69,400] 


Also as noted, the funds contributed by King County and the City of Seattle would have more stringent affordability requirements, which would be in addition to the minimum requirements of the overall REDI Fund. Specifically, the $1 million contributed from King County would require funding within seven years for at least five units affordable to households at 50 percent of area median income and 15 units affordable to households at 30 percent of area median income.

Councilmembers asked whether the REDI Fund could be structured to provide for greater affordability levels, for instance making units affordable at the 50 percent or even 30 percent of median income level. 

Executive staff have responded to note that the affordability levels proposed as part of the ILA are the result of an agreement between the public funders and private investors. They note that the parties intend to encourage greater affordability (specifically, a goal that 25 percent of all units would be affordable at 50 percent of area median income or below) but that the minimum affordability levels are designed so as to foster a mixed portfolio of projects across a wide range of housing markets throughout the three-county region. They also note that the minimum affordability requirement was proposed to allow some projects to be completed without any permanent public subsidy.

Executive staff note that the City of Seattle and most of the ARCH cities have already agreed to the terms in the ILA, and a change in affordability levels would require re-negotiation of the ILA. 

They also noted that the REDI Fund is just one part of a continuum of housing strategies that aim to serve a range of population groups – from people who are experiencing homelessness to moderate-income workers who are at risk because of the region’s rapidly increasing rents and home prices. The REDI Fund would be focused around the price increases that have been occurring near high-capacity transit, as a way to provide a level of affordability near transit for moderate-income workers.

Geographic Distribution. Councilmembers also asked about the ILA's proposal for how REDI Fund loans would be distributed. As Appendix A to the ILA notes, the funds are proposed to be distributed as follows:

Table 3. REDI Fund Proposed Geographic Distribution

	Seattle
	38%

	East King County
	24%

	Balance of King County
	18%

	Snohomish County
	9%

	Pierce County
	12%


Note: Does not total 100% due to rounding 

This proposal is based on a formula that factors in the contributions made from each sub area (as noted above, for instance, the $1 million from the City of Seattle can be spent only for projects within Seattle), as well as the population-transit node density in each sub area.

Executive staff note that this geographic distribution, like the affordability requirement, was the result of a negotiation among the public funders. They note that other funding sources could be used to provide for housing in areas of the County in which there is additional need. Finally, they note that any change in the geographic distribution would require re-negotiation of the ILA.

AMENDMENT

Amendment 1 would replace the ILA with an updated version that would make a number of technical changes, specifically to ensure consistency in terms and names used in the ILA and to make clear that the Master Credit Agreement would conform with the requirements in the state's interlocal agreement statute. The amendment would not make any substantive changes to the ILA.

LINKS

Growing Transit Communities Compact: http://www.psrc.org/assets/10017/GTCCompact.pdf?processed=true  

Growing Transit Communities Strategy:
http://www.psrc.org/growth/tod/growing-transit-communities-strategy/ 

Dukakis Center for Urban and Regional Policy, Northeastern University, Maintaining Diversity In America’s Transit-Rich Neighborhoods: Tools for Equitable Neighborhood Change, October 2010:
http://www.northeastern.edu/dukakiscenter/wp-content/uploads/2011/12/TRN_Equity_final.pdf 

Puget Sound Regional Council, A Regional TOD Fund: Ensuring That Transit Communities Grow Equitably, September 2012: 
http://www.psrc.org/assets/8674/TODFundWhitePaperReport12-17-12.pdf?processed=true 

Enterprise Community Loan Fund and Impact Capital, Central Puget Sound Regional Equitable Development Initiative (REDI) Fund Business Plan Framework:
http://www.psrc.org/assets/11578/REDIFundFramework.pdf?processed=true 
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