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Subject:
A motion authorizing the executive to disburse housing funds to the Washington Community Investment Fund, which will finance development and preservation of affordable housing

Background:  

1. Puget Sound Local Initiatives Support Coalition (LISC) and the Washington Community Development Loan Fund (WCDLF):

Puget Sound LISC is the Washington-state affiliate of the national Local Initiative Support Corporation, the nation’s largest nonprofit community development support organization.  The Ford Foundation and six corporations founded LISC in 1979 to provide gap financing and technical support to nonprofit Community Development Corporations (CDCs) for affordable housing and community development projects.  Today, it is comprised of 37 affiliates working in over 100 cities and urban counties across the nation; and supporting 68 rural CDCs in 39 states and Puerto Rico.  LISC serves as one of the largest intermediaries in the U.S., involving many of the nation’s largest private-sector corporations and financial institutions in community revitalization. 

Puget Sound LISC, in partnership with two other community development  intermediaries, founded the Washington Community Development Loan Fund (WCDLF), in response to a statewide need for knowledgeable predevelopment lending for affordable housing and community development projects.  WCDLF was incorporated as a separate, private nonprofit in 1993, with Puget Sound LISC providing staffing under an employment contract.  

The combined track records of LISC and WCDLF create a strong foundation of accomplishments for the continued delivery of existing programs and services as well as the joint efforts described herein.  

Since opening in 1984, Puget Sound LISC has achieved an impressive array of planned objectives, including:

· Provided over $22 million in loans and grants to CDCs in support of the development of over 6,000 homes, affordable rental units and 330,000 square feet of commercial/retail property;

· Raised over $14 million in local contributions and National LISC match in support of community development in Washington;

· Received an additional $7 million in National Community Development Initiative grants and loans from National LISC in support of housing, economic development, CDC capacity building, small business lending, job training and community policing programs and projects; and

· Placed $100 million in equity in affordable housing projects in Washington through LISC’s affiliate, the National Equity Fund.

Since it was established, WCDLF has achieved a number of important organizational benchmarks:
· Significantly increased access to pre-development risk capital in Washington State. Between November 1994 and December 1998, WCDLF awarded over $5.2 million dollars to 159 different projects statewide.

· Delivered resources and expertise to rural areas thereby strengthening organizations and proposals to create affordable housing and community economic development projects.  43% of total funds loaned have been awarded in the rural areas of Washington.

· Increased organizational capacity.  Between November 1994 and December 1998, WCDLF granted over $350,000 through 101 separate capacity grants.  These grants have been used to support organizational fundraising activities, organizational fiscal training, Americorp stipends, board development and strategic planning, business planning, asset management training, technology enhancements, real estate development training, and property management training.

· Created a training program to increase the technical skills of staff working in the housing and community economic development field.  WCDLF has attracted national training to Washington State and has begun to develop a new training program that draws on local expertise.  Since 1996, WCDLF has offered 42 days of training attended by over 415 participants.

At the end of 1999, the Puget Sound LISC Advisory Board and the Washington Community Development Loan Fund (WCDLF) Board of Directors voted to consolidate the WCDLF Board of Directors and the LISC Local Advisory Committee into a single local governing board that will oversee consolidated programs. 

WCDLF+PSLISC, in close coordination with National LISC, will offer all of the products and services currently provided by LISC and WCDLF plus a significantly expanded set of new loan products organized as the Washington Community Investment Fund (WCIF).  The consolidated operations will facilitate greater efficiencies while providing an expanded line of strategic financial products and development services to CDCs and nonprofit housing organizations throughout Washington State.

2. Development of the Washington Community Investment 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.

The officers of the Puget Sound LISC and the WCDLF realized there was a need to greatly expand their financing products to meet these changing market dynamics throughout Washington State. 

Market research on an expanded product line began during the summer of 1998 when WCDLF requested input on our existing products and programs from 37 stakeholders  (25 borrowers, four development consultants, and eight WCDLF investors).  The results of interviews and focus groups underscored the need for flexible, short-term loans that would address the predevelopment and acquisition needs of non-profit developers throughout the state.   However, the first concept for a new investment fund was generated as part of the joint City of Seattle/King County application for Empowerment Zone Designation.  Concurrent to this process, the Section 8 Local Response Project identified the need for a flexible acquisition bridge loan product to assist in the acquisition/preservation of Section 8 expiring-use projects. 

The project to tailor an expanded set of loan products for affordable housing developers and CDCs in Washington State, and to raise the capital to deliver and manage the portfolio of those loans was now taking shape and was named the the Washington Community Investment Fund (WCIF).

Based on the interest of WCDLF’s stakeholders, the City of Seattle, King County and other public and private-sector financing entities, LISC and WCDLF secured additional funding to hire a consulting team in the Fall of 1999 to further explore the feasibility of and develop a business plan for the proposed Washington Community Investment Fund.  The resultant feasibility work involved interviews with three dozen non-profit developers, lenders, public-sector officials, and prospective investors about obstacles to development, the specific type of financial products needed to overcome those obstacles, and realistic loan terms and deal volume.  In addition, public-sector officials were asked about plans to create funding programs to address some of the identified needs. ).  In addition, a Steering Committee comprised of local public and private lenders met frequently during 1999 and provided valuable insight into the need for the pro​posed WCIF loan products as well as appropriate lending guidelines.

As a result of the research and the input of stakeholders The Washington Community Investment Fund (WCIF) proposes to offer five new types of subordinate, secured, interest bearing (7%), recourse loans (for more detail see the WCIF Product Matrix attached to the motion): 

· 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 Tenant Improvement 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.  

3. The Business Plan for Washington Community Investment Fund

Financial Forecast and Capitalization

Approximately $19.0 million in new funds will be raised to capitalize WCIF.  Capital will be a combination of debt, equity equivalent (EQ2) investments, and capital grants from public- and private-sector investors.  Over a five-year period, these funds will be disbursed in almost 350 loans to affordable housing developers and CDCs throughout the state, totaling $37.0 million in disbursements.  WCIF is projected to reach breakeven during the fourth year of operation. 

For purposes of illustrating a comprehensive view of all lending products, WCDLF’s current predevelop​ment loan product has been included in the financial forecast and capitalization plan for WCIF.  The predevelopment loan will continue to be managed as a separate and distinct product.  All funds currently held by WCDLF for predevelopment lending will continue to be managed according to the separate contracts made with its investors.  The WCIF is expected to have a positive impact on the availability of predevelopment loan funds, by providing an alternative financing option where appropriate, and a source of repayment for some loans.  

A discussion follows of WCIF’s proposed capital structure and projected financial performance.

Capital Structure

WCIF’s total capital is projected to be $22.8 million by the end of its second year of operation.  WCDLF’s existing predevelopment loan portfolio and the underlying grant capital that fund it will be consolidated into WCIF but will continue to be managed as a separate loan product according to the agreements with its investors.  For purposes of the following financial projec​tions, WCIF’s initial capital base will include $3.6 million of grant funds, of which approximately $3.0 million is in outstanding Phase I Predevelopment loans and $625,000 which is available to fund additional predevelopment loans.  WCIF’s projected capital structure is summarized below.

Table 1:  Projected capitalization

Type of Capital
Year 1
Year 2
Total
% of Total Capital

Existing WCDLF  Grant Capital
$3.67 mm

$3.67 mm
16%

New Grant Capital
1.00 mm
$1.0 mm
2.00 mm
9%

Equity Equivalent (EQ2)
13.125 mm
3.0 mm
16.125 mm
71%

Loans
1.00 mm

1.00 mm
4%

Total
$18.80 mm
$4.0 mm
$22.80 mm
100%

A loan loss reserve will be capitalized with $500,000 of new grant funds during the first year.  The balance of grant capital will fund loans.

Of the $19.0 million in new capital identified above, approximately two-thirds is from private-sector sources.  Public-sector investments are from the State, King County, and City of Seattle. Since WCDLF’s certification as a Community Development Financial Institution (CDFI) will transfer to WCDLF+PSLISC, banks that lend to or invest in WCIF may be eligible for Bank Enterprise Act (BEA) credit.

Almost $14.0 million of new projected capital has been committed to date pending receipt and acceptance of the final business plan by investors.  Commitments on the balance of funds ($7.0 million) are pending additional review.  In addition, LISC and WCDLF staff are soliciting potential capital commitments from other philanthropic entities.  WCIF would use additional capital to expand loan volume, within the constraints of other available project subsidies.

Additional information regarding the committed and pending investors in the WCIF can be found in a summary of Investor Prospects which is attached to the motion.

Projected Financial Performance

WCIF is projected to reach breakeven during its fourth year of operation.  Operating projections for WCIF are estimates based on estimated loan production and existing operating cost experience.  At present we are projecting core staffing of 1.5 FTEs including WCDLF’s senior lender and senior accountant.  Additional staff support is budgeted for a contract underwriter.  LISC and WCDLF believe that current lending staff can originate and monitor the additional loan volume generated by WCIF, in part, because borrowers are likely to apply for more than one WCIF loan product as a project progresses through the development cycle.  Staff familiarity with projects will greatly reduce time spent on due diligence and underwriting.

Cumulative loan activity at the end of the first five years of operation is summarized in Table 2 below.  Attachment 5 to this report shows a summary of anticipated loan activity on an annual basis for the first five years of the fund.  WCIF is projected to originate almost 350 loans and guarantees during the first five years of operation, of which 160 are Phase I Predevelopment Loans.  The loan loss reserve is conservatively projected at 5% of total originations.  LISC’s and WCDLF’s historic loan-loss experience is considerably less than that (less than 1.5% for WCDLF’s Phase I Predevelopment Loans; Puget Sound LISC has never had a loan loss).  In the WCIF projections, loan losses total approximately $965,000 at the end of five years.  

Table 2:   Projected cumulative loan activity over five years

Loan Product
Loans Originated
$ Volume Originated
Net Written Off
Net Outstdg Loans (Yr 5)

Acquisition Bridge Loan

29

$14.5 mm

$375,000

$7.0 mm

Phase I Predevelopment

160

8.0 mm

225,000

2.8 mm

Phase II Predevelopment

50

5.0 mm

185,000

1.8 mm

Commercial TA

14

1.4 mm

40,000

1.2 mm

Section 8 Preservation Sub-Debt

67

5.0 mm

139,000

4.5 mm

Section 8 Rent Reserve Guarantee

29

3.5 mm
--

3.1 mm

Total

349

$37.4 mm


$964,000

$20.4 mm

Current projections include an annual contribution from LISC through Year 5 to cover a portion of staff costs.  No other operating grant support is projected at this time.   

Breakeven is based on WCIF achieving a net interest margin of 2.5%.  This assumes the blended cost of funds (including grant capital) is 2.0%.  Employee and operating expenses as a percentage of average assets is projected to be slightly less than 1.0%.   

Operating projections for WCIF will be refined as the year 2000 budget is finalized for the consolidated programs of WCDLF+PSLISC.

Summary:  

The attached motion authorizes the Executive disburse $200,000 from the HOF Workforce Housing Initiative funds to contribute as a grant to the Washington Community Investment Fund.  Contribution of these funds will secure King County’s role on the WCIF loan oversight committee.  This is important because the repayment of the WCIF loans will depend on each borrower securing long-term private financing and other grants from public agencies.  The Housing Opportunity Fund is anticipated to provide a substantial portion of the long-term funding for many of the projects that would be applying to the WCIF in King County.  Projects that will not be able to meet the rigorous standards for HOF, CDBG or HOME funding should in most cases not receive WCIF loans – unless sufficient private financing and/or other public sources of funding guaranteed to meet the needs of the project(s).

Starting in 1998 the Council has approved the allocation of $500,000 in CX funding for the Executive’s Workforce Housing Initiative as part of the Housing Opportunity Fund.  This initiative has typically included an annual allocation of $200,000 for the Surplus Property Housing Fund, $150,000 for the Open Door homebuyer downpayment assistance program, $100,000 for First-Time Home Buyer Education and Counseling, and $50,000 to administer the Credit Enhancement Program adopted by the Council in 1997. 

In 2000, it now appears that $200,000 will not be needed for the Surplus Property program and smaller expenditures will be necessary for the Open Door and the Buyer Education and Counseling programs.  The Open Door program operated with the Washington State Housing Finance Commission is currently being evaluated.  Additional contributions from King County to the reserve fund for the anticipated bond issuance may not be necessary in 2000 (or an amount lesser than $150,000 is expected for the next bond issuance).  The Home Buyer Education Program has funds that were carried over from 1999.  Additional funds for this program may not be necessary in 2000.  Thus, $200,000 from the Workforce Initiative is available to invest in the WCIF. 

King County has contributed to the WCDLF Phase I Predevelopment Revolving Loan Fund since about 1991.  King County’s initial contribution was approximately $40,000.  Since then King County has given an additional amount totaling approximately $270,000 to this fund.  The Phase I Predevelopment Loan Fund provides recoverable loans to non-profit housing developers to conduct predevelopment studies including feasibility, engineering and other assessments of a potential property acquisition prior to formal purchase.
GMUAC ACTION:
The Growth Management and Unincorporated Areas Council adopted Proposed Motion 2000-0223 with a vote of 5-0-2 on Tuesday, March 28, 2000.

Attachments:     

1.  Proposed Motion 2000-0223, with attachments




� Total $ Volume Originated does not include the $3.0 mm in outstanding Phase I Predevelopment loans currently held in portfolio by WCDLF.
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