Attachment A

Washington Community Development Loan Fund
1305 Fourth Avenue, #906, Seattle, Washington 98101.  Fax: 206-358-1101

M      E      M      O      R      A      N      D      U      M
Date:
3/13/00


To:
Maureen Kostyack


Doris LaStrappe

CC:
Tom Lattimore

From:
Kathy McKenna, Development Specialist


206-358-0498 or 800-336-0679 x 3


wcdlf2@wolfenet.com

RE:
Washington Community Investment Fund Recap  

Tom asked me to send you a shorter version of the WCIF proposal.  The following attachments include key element of the proposal:

· A two page summary with Steering Committee roster

· A three page matrix highlighting the new loan products 

· Consolidated loan production (attached as an XL spreadsheet)

· Status of investor prospects at 3/2/00 

Please be sure to email or call me if this information turns out to be too brief for your purpose.  Thanks. 

The Washington Community Investment Fund 

Need for the Fund: 

In the 1990s, nonprofit affordable housing and community development corporations began experiencing significantly greater difficulties in acquiring land and/or buildings as well as completing projects.  They were facing several new obstacles to development, which created a need for a much more flexible source of short-term financing for land and building acquisitions than was then available.  Some of the primary factors leading to this increased need include:

· Rapid acceleration of demand for land that has fueled prices in Puget Sound and other regions;

· Thousands of units of Section 8 and USDA supported housing that are nearing the point when they can be converted to market-rate housing; 

· The need to layer subsidy sources, which often requires organizations to wait up to three years to assemble the requisite permanent financing; and

· The lack of financing for tenant improvements to commercial space in mixed-use buildings and for community economic development projects.

Tom Lattimore and Alice Shobe proposed the Washington Community Investment Fund early in 1999 and began meeting with interested parties to determine the appropriate loan products that would meet these needs.

New Loan Products: 

The Washington Community Investment Fund (WCIF) proposes to offer five new types of subordinate, secured, interest bearing (7%), recourse loans: 

· Acquisition Bridge Loan.  Average size $500,000.  Intended as bridge financing to take deals to construction. 

· Phase II Predevelopment Loan.  Average size $100,000.  Intended to take-out WCDLF Phase I predevelopment loan, pay for cost to be permit-ready, and help project meet LIHTC carryover requirements.

· Commercial TI Loan.  Average size $100,000.  Will pay for tenant improvement build-out for commercial properties or commercial space in a mixed-use building.  

· Section 8 Rent Guarantee.  Average size $120,000.  Will cover 2 years of projected rent gap if HUD Section 8 program sunsets.  Reserve to be funded during first 5 years of project operation. 

· Section 8 Preservation Subordinated Loan.  Average size $75,000.  Covers rehab and transaction costs not covered in HUD restructured debt.   (Interest rate may vary according to restructured cash flow.  Five-year renewable term. 

The existing non-recourse, non- interest bearing WCDLF predevelopment loan fund will continue to be available to qualified Washington State applicants.  

Capital Requirements of the Fund: 

The business plan calls for three kinds of investment: loans, equity equivalent (EQ2) investments and grant funds.  The 5-year projections show a need for $19 million to establish the fund: new grant capital of $2 million, equity equivalent of approximately $16 million, and loans of $1 million.  Breakeven is predicated on achieving a blended cost of funds of 2.0% and a net interest margin on total assets of 2.5%.  Gross yield on loans must reach 4.5-4.75%.  Capital will be a combination of private- and public-sector investments at a ratio of 2:1.  Investor prospects at 3-2-00 are attached. 

Delivery System: 

The Puget Sound Local Initiatives Support Corporation (LISC) and the Washington Community Develop​ment Loan Fund (WCDLF), closely affiliated entities with a common mission to support the efforts of community development corporations and affordable housing developers, are consolidating their local governing boards and will coordinate program delivery statewide. 

Timing. The WCIF Business Plan will be completed in February 2000.  Investors are being asked to finalize commitments during March-May and the first loan funds will be available in June of 2000.

Steering Committee.  The following participants assisted in developing the loan products, terms and parameters of the WCIF. 

Name
Affiliation

Gale Barre, Vice President 
Bank of America

David Bley, Senior Vice President
Federal Home Loan Bank of Seattle

Yvonne Blumenthal, Vice President
U.S. Bank

Don Brewer, Senior Vice President
Key Bank, NA

Kathy Chance, Managing Director
State of Washington – Business Assistance Center, DCTED

Judy Dailey, Vice President
Federal Home Loan Bank of Seattle

Mark Flynn, Compliance Director
Washington State Housing Finance Commission

Kim Herman, Executive Director
Washington State Housing Finance Commission

Don Hines, Manager
City of Tacoma, Planning & Development Services

Margery Hite, Executive Director
Snohomish County Executive Office

Rick Hooper, Policy & Program Director
City of Seattle – Office of Housing

Bill Hunter, Assistant Director
State of Washington, DCTED

Grace Jeremia, Vice President
Wells Fargo

Corine Knudsen, Manager
State of Washington – Housing Trust Fund

Maureen Kostyack, Coordinator
King County – Housing Finance Program

Jim Moran, Senior Program Officer
SAFECO

Alyce Osborne, Grants Supervisor
Snohomish County

Cynthia Parker, Director
City of Seattle – Office of Housing

Linda Peterson, Manager

Kathleen Pittis, Vice President
King County – Department of Housing & Community Development

Key Bank, NA

Judy Reed, President
Washington Communty Reinvestment Association

Norm Rice, President & CEO
Federal Home Loan Bank of Seattle

Bill Rumpf, Deputy Director
City of Seattle – Office of Housing

Mary Jean Ryan, Director
City of Seattle – Office of Economic Development

Richard Shand, Vice President
Washington Trust Bank

Bob Taylor, Senior Vice President
Wells Fargo

Dinah Thorsen, Vice President

Vincent Tom, Project Manager

Nathan Torgelson, Sr Comm Dev. Specialist
Washington Mutual Bank

King County – Department of Housing & Community Development

City of Seattle – Office of Economic Development

Heyward Watson, Director
Fannie Mae – Puget Sound Partnership Office

Juli Wilkerson, Director
City of Tacoma – Department of Economic Development

Staff:
Tom Lattimore,  Senior Program Director

Puget Sound Local Initiatives Support Corporation

Alice Shobe,  Executive Director


Washington Community Development Loan Fund

Kathy McKenna, Development Specialist

Washington Community Development Loan Fund 

Consultants:
Paige Chapel

Patty Grossman

WCIF Product Matrix:   Description of proposed new loan products 
Product
Eligible Uses
Loan Size
Terms and Conditions
Additional Requirements

Acquisition Bridge Loan
Acquisition of properties that will serve low- and moderate-income populations, including:

· Residential property (multi-or single-family) including expiring-use HUD Section 8, USDA-RD, and LIHTC properties

· Commercial property

· Mixed-use property 

· Raw land

· Unoccupied, spec property already under construction (purchased as-complete subject to inspection approval)

Intended as bridge financing to take deals to construction.
$250,000 – 

$1.5 million

(avg = $500,000)
· 7.0% interest;

· Up to 3 years (avg 24 mo);

· Interest only  until construc​tion closing;

· 1% fee at closing;

· Loan-to-value not to exceed 100% of property value or cost (excluding fees to non-profit);

· Loan amount may include interest reserve when DCR is less than 1.0;

· Secured by property and other unencumbered assets as required; will subordinate to first DOT;

· Recourse to borrower


Underwritten on the experience, track record, and capacity of non-profit borrower and the competitiveness of project to secure development subsidy.

Development concept and plan required including early due-diligence on market and development and operating costs.

Appraisal and Phase I environmental assessment required.

For spec properties, closing is subject to inspection approval at construction completion, prior to occupancy.

Loan approval, closing, and disbursement to take 120 days or less.

Phase II Pre-Development Loan
Site control extension payments, property holding costs, A&E to be permit-ready, consulting, legal, application and financing fees including interest reserve, permit fees.  Including eligible costs for LIHTC carryover requirement.  Site prep and some staff costs eligible on a case-by-case basis.

Take-out of WCDLF Phase I Pre-development loan.
Up to $150,000 

(avg = $100,000)
· 7.0% interest;

· Up to 12 mo (renewable);

· Interest only until construction closing;

· 1% fee at closing;

· 1% annual fee on outstanding balance;

· Secured by subordinated lien on property and/or lien on other unencumbered assets;

· Recourse to borrower
Loan approval subject to evidence that at least one significant source of permanent project funding is lined up.



Commercial TI Loan
TI build-out for commercial properties or commercial portions of mixed-use buildings.

Assumes build-out from “vanilla box”, including painting, carpeting, partitions, standard lighting fixtures.  Does not include fixtures or utility build-out for medical offices or restaurants.

May be used for new acquisitions or previously developed properties.
Up to $250,000 

(avg = $100,000)
· 7% interest; interest increases by 25-50 bp tied to step up in lease rates

· 15 year amort; term tied to average initial lease length;

· 1% fee at closing;

· Minimum DCR 1.2 with 7% vacancy on commercial rents;

· Secured by property (subordinated lien) and assignment of commercial rents or other unencumbered assets if rents are assigned to another lender
Pre-approval available to expedite deals but will be subject to lease terms and strength of commercial tenants.

Financials required of tenants occupying more than 50% of total commercial GLA.

Section 8 

Rent Reserve Guarantee
Guarantee to cover the difference between base rents less Section 8 subsidy and projected rents based on tenant incomes at 50% of median.
Up to $200,000 

(avg = $120,000)
· 5-year guarantee 

· 1% annual fee on outstanding guarantee (difference between rent reserve requirement and actual reserves built up by borrower)
Borrower required to fund rent reserve to cover two years of projected rent gap in the event that HUD Section 8 program sunsets.  Reserve to be recalculated each year for five years based on difference between actual tenant rents (not including Section 8 subsidy) and projected rents based on tenant income at 50% of median.  Reserve to be funded during first 5 years of project operation.  Guarantee amount will be decreased annually as borrower’s reserve increases.

If applicable, require written confirmation by state or municipal funders to ease rent restriction up to 50% of median. 

If applicable, require written approval to create rent reserve by tax credit investors.

Section 8 Preservation Subordinated Loan
Rehab and transaction costs not covered in HUD restructured debt (typically up to 17% of total eligible rehab costs and 50% of eligible transaction costs).

Eligible borrowers include:

· Owners of projects undergoing debt restructuring under the HUD Mark to Market Program

· Both for-profit and non-profit owners

· Non-profits that are negotiating the transfer/acquisition of a project participating in the Mark to Market Program
$25,000-250,000

(avg = $75,000)
· 5% interest or lower;

· 5-year renewable term; 

· amortization negotiable

· Secured by subordinated lien on property and owner’s pledge of its interest in future preferred cash flow, subject to approval of senior lenders and HUD (may be 3rd or 4th lien subject to HUD approval)

· Callable on sale of property


Rehab is limited to items identified in the PAE/HUD Property Condition analysis and approved by the Participating Area Entity (PAE) and HUD. (Typically will not include upgrades to amenities that would be found in non-subsidized market-rate developments.)

Closing will not occur until HUD has approved debt restructuring and transfer of physical assets and that transfer has been recorded.

Interest rate may step up following repayment of 1st and 2nd mortgages to encourage early repayment of loan balance.

Washington Community Investment Fund

Investor Prospects

3/2/00

Prospective Investor
Amount of Investment
Proposed Terms


Loan/EQ2
Grant


Committed:

WA State Housing Finance Commission
$4.75 mm

A portion of funds will be at 1.0%, interest only for 10 years to fund Section 8 Preservation Subordinated Loan.   

The balance will be priced at 3.0%, interest only for 10 years and/or at 3% interest only for one year with the option to renew (to be negotiated by staff).

Washington Mutual
$5.00 mm
$0.100 mm
Invested in equal portions semi-annually in Years 1 and 2 at 2.0 - 3.0%, interest only for 10 years.  Plus accompanying grant.

Wells Fargo
$2.00 mm

4.0% interest only for 10 years.

Key Bank
$2.00 mm

6% interest only for 10 years.  Possibility for an additional $1.0mm investment in Year 2.


Total Committed
$13.75 mm
$0.100 mm


Pending:

City of Seattle Office of Economic Development

$0.250 mm
OED has suggested that additional grants of $250,000 may be available in subsequent years.  Grant funds would be used to offset projected operating shortfalls after year 1.

City of Seattle Office of Housing
$0.375 mm
$0.375 mm
4.0% interest only for 10 years on ½ of total.  Balance as recoverable grant.

Washington DCTED
$0.500 mm
$0.500 mm
4.0% interest only for 10 years on ½ of total.  Balance as recoverable grant.

Bank of America
$3.000 mm
$0.100 mm
Invested in first year at 3.0%, interest only for 10 years.

King County

$0.200 mm
Recoverable grant.

City of Tacoma

$0.070 mm
Recoverable grant.

Snohomish County

$0.200 mm
Recoverable grant.  ($.1mm available 2000; possible $.1mm in 2001)

U.S. Bank
$1.000 mm

Invested in equal portions over Years 1-2 at 3.0%, interest only for 10 years. 


Total Pending 
$4.875 mm
$1.695 mm


Total Committed & Pending
$18.625 mm
$1.795 mm


