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Honorable Chair and Members of the Housing Authority Board

Title: Application for Disposition - Washington Plaza and Sutterview Public
Housing Developments

Location/Council District: Washington Plaza - 1318 E Street, Sutterview Apariments
- 2526 L Street, Sacramento Council District 3

Recommendation: Adopt a Housing Authority Resolution authorizing the Executive
Director or her designee to: 1) submit an application to the U.S. Department of Housing
and Urban Development (HUD) for the disposition of the Housing Authority of the City of
Sacramento’s Sutterview and Washington Plaza Apartments, 2) initiate the formation of
an instrumentality of the Housing Authority to serve as the new property owner, 3)
authorize the transfer of ownership of the apartments to an instrumentality of the
housing authority as an interim step prior to transfer to an entity to allow for use of low-
income housing tax credits, 4) apply for replacement vouchers upon HUD approval of
the disposition, and 5) execute all necessary documents for the submission,
certifications and take all other necessary steps to obtain HUD approval for the
disposition application, the replacement vouchers, and the transfer of Sutterview
Apartments and Washington Plaza Apartments to an instrumentality and maintain the
protection of current tenants.

Contact: Nick Chhotu, Assistant Director of Public Housing, 916-440-1334
Presenters: N/A

Department: Sacramento Housing and Redevelopment Agency
Description/Analysis

Issue: This report is the first in a series of reports to implement initiatives
identified in the 2007 Asset Repositioning Study (Study) which was approved by
the Housing Authority Board in August of 2007. The Study was performed as a
proactive strategy to align Sacramento Housing and Redevelopment Agency
(SHRA) operations to the current funding environment. The priority developments
identified in the Study include the Downtown/Elderly High Rise Buildings. The
two residential buildings that will be included in this disposition application are the
Washington Plaza and Sutterview developments. Subsequent reports will bring
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forward more specific recommendations on development financing, affordability,
and long-term operations.

The challenge for the Housing Authority is the very limited resources available to
operate public housing units in the City and County of Sacramento. The Study
recommends strategies that acknowledge this funding environment while
adhering to SHRA’s “guiding principles” and continuing to meet the needs of
SHRA's traditional constituents. The goals of the restructuring and/or
repositioning of SHRA public housing assets are to reduce dependency on
federal public housing funding and eliminate ongoing operating and capital
deficits.

The Sutterview and Washington Plaza developments are running at a substantial
operating deficit. Moreover, the physical needs assessment estimated
immediate repair and replacement needs for these developments of
approximately $7.8 million. By contrast, the Housing Authority received only
$3.67 million in public housing capital funds for all of its 1807 units. It is clear that
even the basic short-term work needed at these two developments will not be
accomplished within a reasonable time with current public housing funds, and
long-term operating viability also is in question.

The proposed disposition recommends the commitment of these sites to project-
based vouchers, as well as potentially utilizing 4% low-income housing tax
credits for the renovation. Though the tax credit market is extremely difficult to
predict at this time, based on relatively conservative assumptions regarding
market stabilization, bond interest rates, and other relevant factors, SHRA would
be able to commit to HUD that this plan will result in the completion of
renovations to address most or all of the immediate needs identified through the
utilization of tax credits. In addition it will create a reasonable capital replacement
reserve to address ongoing needs.

Because of the uncertainty in the tax credit market, the Housing Authority may
wait for an interim period until the market recovers to apply for tax credit
financing. Nevertheless, it is crucial that the Housing Authority take the initial step
to stabilize operations at these developments and position them to benefit from
tax credits by going forward with the disposition once replacement vouchers have
been secured. SHRA will request replacement vouchers for the 153 units and
take the necessary steps to comply with HUD requirements for project-basing the
vouchers at these two developments. The commitment of project-based
vouchers will result in a revenue increase that will stabilize operations. Allocation
of the replacement vouchers and HUD's approval for the change in ownership
will place the Housing Authority in a more competitive position for tax credits and
increase our ability to leverage private funding.

Because of the limited federal funds available, HUD has encouraged the
formation of new and innovative public and private partnerships to ensure long-
term sustainability of public housing developments and to leverage public and
private resources to transform communities. After consultation with SHRA legal
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counsel and tax credit counsel, staff recommends that the Housing Authority
form a new nonprofit corporation under state law, Sacramento Housing Authority
Repositioning Program, Inc. (SHARP), for the purpose of serving as the general
partner of the entity that will own and operate the redeveloped high-rise
developments, as well as future repositioned assets. The purpose of the new
entity is to allow the Housing Authority to leverage private sector funds 1o make
improvements to the housing inventory. The new non-profit corporation will be
closely controlled by the Housing Authority and board members will be appointed
by the Agency’s Executive Director. This structure is similar to the Norwood
Housing non-profit that the Agency operates. The Articles of Incorporation and
Bylaws for the Housing Authority-controlled nonprofit are attached to this staff
report in final form. The two properties initiaily would be transferred to SHARP,
with the intent to ultimately further transfer the property to a private owner or
partnership that would be able to benefit from the use of tax credits.

Finally, to obtain HUD approval, SHRA must provide a resolution evidencing the
Housing Authority’s support for and approval to submit the disposition
application. The disposition application would commit the Housing Authority to
the proposed plan outlined in this staff report. Additional details regarding the
redevelopment of the two properties will be submitted as appropriate for action
by the Housing Authority Board as part of the overall project and financing
approval in future meetings. Staff presented the proposed project to the Resident
Advisory Board (RAB) and the residents of Sutterview Apartments and
Washington Plaza Apartments to inform them about the proposed disposition and
have garnered their support. '

Policy Considerations: Public housing authorities are required to comply with
applicable federal laws and regulations, including the Quality Housing and Work
Responsibility Act of 1998 (QHWRA). Additionally, this action furthers the
commitment of the City through the 2008-2013 Housing Element to preserve and
rehabilitate existing affordable housing and to provide housing for extremely low
income households. Supporting Policies H-3.1.1 on extremely Jow income needs
and H-4.4 on preservation of affordable housing, Program 74 confirms the City’s
commitment to the Housing Authority Asset Repositioning Strategy.

Environmental Considerations:

California Environmental Quality Act (CEQA): The California
Environmental Quality Act (CEQA) does not apply to the proposed policy
pursuant to CEQA Guidelines section 15378(b)(5), which excludes
administrative activities of governments that will not result in direct or
indirect changes in the environment.

National Environmental Policy Act (NEPA): The proposed action is
categorically excluded under the National Environmental Policy Act
(NEPA) per 24 CFR Part 58.35 (a)(5), which covers dispositions where the
structure and land will be retained for the same use.
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Sustainability Considerations: The recommended actions would
position the Housing Authority to achieve the goal within the City's
Sustainability Master Plan to replace or renovate obsolete energy or
resource inefficient infrastructure (buildings, facilities, systems, etc).

Committee/Commission Action: The Sacramento Housing and
Redevelopment Commission reviewed this report on March 4, 2009. Staff will
report back on the outcome of their vote at the Council meeting.

Rationale for Recommendation: Due to the limited federal funds available
which has resulted in a structural deficit and the inability to undertake critical
renovations, it is imperative that the Housing Authority diversify its existing
portfolio and develop aiternative funding strategies through assst repositioning.
Transferring these properties to an instrumentality and utilizing project-based
vouchers and tax credits for their redevelopment will help accomplish this goal.

Financial Considerations: The recommended actions in this report vill facilitate the
attraction of additional financial resources for the redevelopment of the current public

housing buildings.

M/WBE Considerations: The items discussed in this report have no M/WBE impact;
therefore, MAWBE considerations do not apply. .
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BACKGROUND

SHRA aperates more than 3,100 public housing units through its control and
operation of the Housing Authority of the City of Sacramento and the Housing
Authority of the County of Sacramento. These units are operated in a climate of
uncertain and, in general, declining operating and capital subsidies from the U.S.
Department of Housing and Urban Development (HUD). SHRA has done well to
maintain the integrity of its operations in spite of the recent difficulties with HUD
funding, but the decline in operating and capital subsidies has resulted in
operating and capital shortfalls for SHRA with respect to its public housing units.
in this environment, SHRA has decided to reposition these public housing assets
over a multi-year initiative by utilizing public and private sources to ensure the
long-term viability of the properties for the residents.

To begin the initiative, SHRA decided to focus on the high-rise projects located in
downtown Sacramento as the first projects to undergo repositioning. The elderly
high rise buildings {Riverview, Comstock, Washington Plaza, Capitol Tetrace,
Sutterview and Sierra View) all require significant improvements over the short-
term to preserve their ability to serve their populations. These buildings represent
a significant percentage of SHRA'’s portfolio and will require a significant share of
capital fund resources if modemnized in the traditional fashion. Due to their similar
design, age, systems and population served, they have been grouped together
as one Action Development for efficiency purposes. Because of these
similarities, comparable modernization techniques can be used for them all. In
addition, grouping these buildings provides opportunities for increased leverage
by pooling the buildings and their improvements into a larger funding package,
which in itself brings efficiencies in soft costs. The issues confronting the public
housing portfolio are significant. The housing stock is rapidly aging, the federal
government has not adequately funded public housing programs for the past
seven years, and local demand for affordable housing continues to increase.
Many Housing Authorities across the nation are facing similar challenges in
maintaining their public housing inventory. To meet these challenges, SHRA
must take new innovative approaches to preserve and maintain its very valuable
real estate portfolio.

SHRA's traditional public housing relies on capital funding and operating
subsidies from HUD. Capital funds are used for capital repairs to major systems
such as roof replacement, heating, ventilation and air conditioning replacement,
etc. Currently, SHRA currently has a capital need of approximately $78 million
and receives $5 million in annual capital funds from HUD. It is the intent of Staff
to make up for this shortfall by forming individual owner entities and leveraging
public and private resources. Under HUD regulations, SHRA can reposition its
assets by leveraging HUD sources with private funding (debt and equity) and
other subsidy sources to yield self-sustaining developments. Since federal funds
are limited, HUD has encouraged the formation of new and innovative public and
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private partnerships to ensure long-term sustainability of public housing
developments and to leverage public and private resources to transform
communities. With much uncertainty in the tax credit market, the Housing
Authority is waiting unti! the market recovers to apply for tax credit financing. The
low income housing tax credit market is currently being severely impacted by the
credit crisis. The current freeze in the national credit market has greatly reduced
investors’ interest in tax credits, which has lowered the credits’ value.

HUD must approve the transfer of public housing property to an instrumentality or
affiliate to develop or redevelop public housing through a mixed-finance method.
Applications submitted to HUD are processed under a streamlined review
process that requires limited project information and certifications be submitted
for initial disposition approval. Disposition of public housing to an instrumentality,
is authorized under Section 18 of the Housing Act of 1937, and is required to
access the ownership and financial structures necessary to implement the
Housing Authority's repositioning strategy. Lenders and investors require the
disposition authority be in process with HUD before preliminary financial
commitments can be offered to prospective projects in order to completely
evaluate financing proposals. To obtain approval, SHRA must provide a
resolution evidencing the Housing Authority's support for and approval of the
disposition submissions and a certification stating that the disposition is in
compliance with the provisions of Section 18 of the HUD Act. SHRA must submit
the disposition application to HUD’s Special Applications Center (SAC) to obtain
final approval.

Washington Plaza & Sutterview Apartments

Among the public housing developments most in need of capital investment are
the Washington Plaza and Sutterview elderly/disabled developments located in
the City of Sacramento. Both developments are in need of complete
replacement of windows, building envelope repair, shower/tub enclosures,
plumbing, heating, ventitation and air conditioning systems, as well as other
substantial mechanical rehabilitation work. To obtain the funds necessary to
make these improvements, SHRA and its Affiliate will explore the use of low
income tax credits and other private and public funding sources.

Washington Plaza 1972 | 76 High rise Disposition
1318 E Street Elderty/Disabled

Sacramento, CA

Sutterview Apartments | 1971 1 77 High rise Dispaosition
2526 L Street

Sacramento, CA Elderly Only
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RESOLUTION NO. 2009 -
Adopted by the Housing Authority of the City of Sacramento

on date of

SUBMISSION OF AN APPLICATION FOR DISPOSITION OF TWO PUBLIC

HOUSING RESIDENTIAL DEVELOPMENTS, WASHINGTON PLAZA APARTMENTS

AND SUTTERVIEW APARTMENTS, AND RELATED MATTERS

BACKGROUND

A

The Housing Authority of the City of Sacramento (Housing Authority) has elected
a proactive strategy to align the SHRA operations to the realities of the HUD
funding environment while adhering to the SHRA’s “guiding principles” and
continuing to meet the needs of SHRA's traditional constituents.

Under the current HUD public housing funding environment, Sutterview
Apartments located at 2526 L Street, and Washington Plaza Apartments located
at 1318 E. Street, together are running a substantial operating deficit and have
immediate repair and replacement needs of approximately $7.8 million in hard
construction repair and replacement costs that will not be abie to be addressed in
a timely fashion with public housing funds.

The Housing Authority projects that it can stabilize the operations of the two
developments, address ihe immediate capital needs, and place the
developments on a sounder long-term basis by utilizing project-based vouchers
and jow-income housing tax credits, subject to compliance with program
requirements and based on reasonable market assumptions.

The Housing Authority has determined that prompt disposition of the two
developments to an affiliate nonprofit corporation would contribute to the
stabilization of operations at the developments and put the developments in @
more favorable position to be redeveloped using project-based vouchers and tax
credits, after further conveyance to an entity that can take advantage of the tax

credits.

The Housing Authority can begin to take these steps and seek to obtain the
necessary resources to commit project-based vouchers to the developments by
submitting an application to the United States Department of Housing and Urban
Development (HUD) for the disposition of the Sutterview and Washington Plaza
public housing developments, approval of which would entitle the Housing
Authority to apply for replacement vouchers. The Housing Authority would not
proceed with the dispositions until HUD has committed adequate replacement

vouchers.
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F. The Housing Authority has consulted with residents and local officials regarding
this situation and has received a letter of support from the Mayor of Sacramento
for submission of such a disposition application to HUD.

G. Based on these facts, the Housing Authority has concluded that disposition of
Sutterview Apartments and Washington Plaza Apartments is appropriate for
reasons that are consistent with the goals of the Housing Authority and its PHA
Plan and are otherwise consistent with the United States Housing Act of 1937.

BASED ON THE FACTS SET FORTH IN THE BACKGROUND, THE HOUSING
AUTHORITY OF THE CITY OF SACRAMENTO RESOLVES AS FOLLOWS:

Section 1. Approve and authorize the submission of an application to the U.S.
Department of Housing and Urban Development (HUD) for the disposition
of the Housing Authority of the City of Sacramento’s Sutterview
Apartments (CA00-5000-106) located at 2526 L Street, and Washington
Plaza Apartments (CA00-5000-103) located at 1318 E Street in
Sacramento, CA, which may commit the Housing Authority to the plans
outlined in this resolution.

Section 2.  Approve and authorize the formation of an instrumentality of the Housing
Authority,

Section 3. Approve and authorize the transfer of ownership of Sutterview Apartments
and Washington Plaza Apartments to an instrumentality of the housing
authority, for ultimate further transfer to an entity that can benefit from use
of low-income housing tax credits to accomplish the necessary
renovations to these properties.

Section4  Approve and authorize the submission of the Housing Authority, upon
HUD approval of the disposition application, of an application to HUD for
as many replacement vouchers as may be available.

Section 5 The Executive Director, or her designee, is authorized to execute all
necessary documents and to take all other necessary steps to provide for
the submission and approval by HUD of the disposition application,
application for replacement vouchers, transfer of Sutterview Apartments
and Washington Plaza apartments to the instrumentality after adequate
replacement vouchers have been obtained and other necessary
preparatory steps have been taken, and the continued protection of
current tenants.
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DRAFT
ARTICLES OF INCORPORATION
OF
SACRAMENTO HOUSING AUTHORITY REPOSITIONING PROGRAM, INC.
A California Nonprofit Public Benefit Corporation

1. NAME

The name of the corporation is Sacramento Housing Authority Repositioning Program,
Inc. (the "Corporation").

{I. PURPOSE

(a) This Corporation is a nonprofit public benefit corporation and is not organized for
the private gain of any petson. It is organized under the California Nonprofit Public Benefit
Corporation Law for charitable purposes. The general purpose of this Corporation is to have and
exercise all rights and powers conferred on nonprofit corporations under the laws of California,
provided that this Corporation shall not, except to an insubstantial degree, engage in any
activities or exercise any powers that are not in furtherance of the primary purposes of this
Corporation.

(b)  The specific charitable and public purposes for which the Corporation is
organized are to benefit and support the City of Sacramento, California (the "City") and the
Housing Authority of the City of Sacramento, a public body corporate and politic ("HACS") and
its purposes in accordance with Section 509(2)(3)(A) of the Internal Revenue Code by (1)
acquiring, providing, developing, financing, rehabilitating, owning and operating decent, safe
and sanitary housing affordable to persons and households of low income where no adequate
housing exists for such groups; (2) lessening the burdens of government by assisting HACS and
the City and its agencies, authorities, boards or commissions in the development of housing
targeted to low income households; (3) combating blight and deterioration within the City; (4)
working to climinate discrimination and prejudice; (5) assisting in the lessening of neighborhood
tensions; (6) promoting social welfare through community-based development activities; (7)
carrying out such other activities as the board of directors of this Corporation determines will
benefit and support HACS and the City; and (8) serving, directly or through a wholly owned
limited liability company, as a general pariner in a limited partnership which will own and
operate housing for the benefit of low income persons and houscholds, as described in (1) above.

II1. MEMBERS

The Corporation shall have no members.

475\011649889.2
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IV. AGENT OF SERVICE

The name and address in California of the Corporation's initial agent for service of
process is LaShelle Dozier, 630 "I" Street, Sacramento, CA 95814,

V. DEDICATION AND DISPOSITION

(a)  The property of this Corporation is irrevocably dedicated to charitable purposes,
and no part of the net income or assets of this Corporation shall ever inure to the benefit of any
director, officer, or member of this Corporation or to the benefit of any private individual.

(b)  Upon the winding up and dissolution of this Corporation, and after paying or
adequately providing for the debts and obligations of the Corporation, the remaining assets shall
be distributed to HACS for charitable purposes within the meaning of Section 501(c)(3) of the
Internal Revenue Code.

VI LIMITATION ON CORPORATE ACTIVITIES

(a) This Corporation is organized and operated exclusively for charitable purposes
within the meaning of Section 501(c)(3) of the Internal Revenue Code. Notwithstanding any
other provision of these Articles, the Corporation shall not carty on any activities not permitted
to be carried on by: (i) a corporation exempt from federal income tax under Section 501(c)(3) of
the Internal Revenue Code or the corresponding provision of any future United States Internal
Revenue Law; or (ii) by a corporation, contributions to which are deductible under Section 170
of the Internal Revenue Code or the cotresponding provisions of any other United States Internal
Revenue Law.

(b)  No substantial part of the activities of this Corporation shall consist of lobbying or
propaganda, or otherwise attempting to influence legislation, except as provided in Section
501(h) of the Internal Revenue Code, and this Corporation shall not participate in or interfere in
(including publishing or distributing statements) any political campaign on behalf of any
candidate for public office.

VII. DIRECTORS

The number of directors and the manner in which directors shall be chosen and removed
from office, their qualifications, powers, duties, term of office, the manner of filling vacancies on
the board of directors and the manner of calling and holding meetings of directors shall be as
stated in the bylaws.

10
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Adopted this day of March, 2009.

John T. Haygood, Incorporator

DECLARATION

I declare that I am the person who executed the foregoing Articles of Incorporation which
execution is my act and my deed.

Date: March , 2009

John T. Haygood

11
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DRAFT
BYLAWS
OF
SACRAMENTO HOUSING AUTHORITY REPOSITIONING PROGRAM, INC.
A California Nonprofit Public Benefit Corporation

ARTICLE 1.
NAME

Section 1.1 Name. The name of this corporation is Sacramento Housing Authority
Repositioning Program, Inc. (the “Corporation”).

ARTICLE 2.
OFFICE

Section 2.1 Principal Office. The principal office for the transaction of affairs and
activities of the Corporation is located at 630 "I" Street, Sacramento, CA 95814. The Board of
Directors of the Corporation (the "Board") may change the principal office from one location to
another. Any change shail be noted on these Bylaws, or this section may be amended to state the
new location,

Section 2.2 Other Offices. The Board may at any time establish branch or subordinate
offices at any place or places where the Corporation is qualified to conduct its activities.

ARTICLE 3.
MEMBERS

Section 3.1 Members. This Corporation shall have no members.

ARTICLE 4.
DIRECTORS

Section 4.1 Powers. Subject to the provisions and limitations of the California Nonprofit
Public Benefit Corporation Law and any other applicable laws, all powers and activities of the
Corporation shall be exercised directly by or under the ultimate direction of the Board.

Section 4.2 Number of Directors. The number of directors shall be five (5) unless a
greater or lesser number is authorized by the Executive Director of the Housing Authority of the
City of Sacramento (the "Housing Authority").

12
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Section 4.3 Compensation and Reimbursement of Directors. The directors shall serve

without compensation though they may be reimbursed for their expenditure of monies on behalf
of the Corporation.

Section 4.4 Restriction on Interested Persons as Directors. No more than forty-nine
percent (49%) of the persons serving on the Board of directors may be interested persons. An
interested person is () any person compensated by the Corporation for services rendered to it
within the previous twelve (12) months, whether as a full-time or part-time employee,
independent contractor, or otherwise, and (b) any brother, sister, ancestor, descendant, spouse,
brother-in-law, sister-in-law, son-in-law, daughter-in-law, mother-in-law, or father-in-law of
such person. However, any violation of the provisions of this paragraph shall not affect the
validity or enforceability of any transaction entered into by the Corporation.

Section 4.5 Appointment and Qualification of Directors. Subject to Sections 4.8 and 4.9
below and as set forth below, the initial directors shall be appointed by the Incorporator and all
subsequent directors shall be appointed by the Executive Director of the Housing Authority. The
Executive Director of the Housing Authority shall appoint directors meeting the following
criteria (each a “Designated Director”):

(a) An employee of the Sacramento Housing and Redevelopment Agency
(b) (“SHRA”) Public Housing Department;

() An employee of the SHRA Housing Finance Department;

(d)  Anemployee of the SHRA Construction/Real Estate Department;

(¢) A member of the SHRA Finance Department, and

(H) A community member with experience in developing affordable housing.

If a Designated Director (except a director described in () above) ceases to be an employee
of SHRA or, as applicable, a member of the executive cabinet of SHRA, such person shall
automatically cease to be a director of the Corporation, If one or more Designated Director
positions shall cease to exist (such as by reorganization of SHRA or otherwise), the Executive
Director of the Housing Authority shall designate one or more new Designated Director
positions, as needed, and shall appoint directors to those positions. If there shall cease to be
either an acting or permanent Executive Director of the Housing Authority, the duties and
powers of the Executive Director of the Housing Authority under these Bylaws shall be
exercised by board of the Housing Authority.

Section 4.6 Term. The initial directors of the Corporation shall serve for a term
beginning on the date on which the Articles of Incorporation of the Corporation are filed with the
Secretary of State and ending two (2} years from the date of filing. At such time and thereafter,

13
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the Executive Director of the Housing Authority shall appoint successor directors to serve as
directors of the Board for a term of two (2) years.

Section 4.7 Vacancies on the Board. A vacancy shall be deemed to exist in the event
that the actual number of directors is less than the authorized number for any reason.

Section 4.8 Removal of Directors. The Executive Director of the Housing Authority
may remove any director with or without cause.

Section 4.9 Resignations of Directors. Except as provided below, any director may
resign by giving written notice fo the chair, president or secretary of the Board. The resignation
shall be effective when the notice is given unless it specifies a later time for the resignation to
become effective. Except on notice to the Attorney General of California, no director may resign
if the Corporation would be left without a duly elected director or directors.

Section 4.10 Filling Vacancies. Vacancies shall be filled as provided for in Section 4.5.

Section 4.11 Meetings of the Directors. Regular meetings shall be held at least twice a
year at such time and place as shall from time to time be fixed by the directors for the purpose of
organization, election of officers and the transaction of other business.

Section 4.12 Special Meetings. Special meetings of the Board for any purpose may be
called at any time by the president, the secretary, or any two (2) directors.

Section 4.13 Notice. Subject to public law requirements, notice of regular and special
meetings shall be given to the directors not less than four (4) days prior to the meeting if
delivered by first class mail or not less than seventy-two (72) hours prior to the meeting if the
notice is delivered personally or by telephone. The notice must state the date and time of the
meeting and the place of the meeting if'it is other than the principal office of the Corporation. In
addition in matters that are subject to Government Code sections 54950-54963, public notice of
cach meeting shall be posted at the principal office of the Corporation not less than seventy-two
(72) hours prior to such meeting.

Section 4.14 Waiver of Notice. Notice of a meeting need not be given to any director
who, either before or after the meeting, signs a waiver of notice, a written consent to the holding
of the meeting, or an approval of the minutes of the meeting. The waiver of notice or consent
need not specify the purpose of the meeting. All such waivers, consents, and approvals shall be
filed with the corporate records or made a part of the minutes of the meetings. Notice of a
meeting need not be given to any director who attends the meeting and does not protest, before
or at the commencement of the meeting, the lack of notice to him or her.

Section 4.15 Quorum. A majority of the authorized number of directors shall constitute
a quorum for the transaction of business, except to adjourn. Every action taken or decision made

14
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by a majority of the directors present at a duly held meeting of which a quorum is present shall
be the act of the Board.

Section 4.16 Adjournment. A majority of the directors present, whether or not a quorum
is present, may adjourn any meeting to another time and place. Notice of any adjournment to
another time and place shall be given to the directors who were not present at the time of the
adjournment.

Section 4.17 Action Without a Meeting. Any action that the Board is required or
permitted to take may be taken without a meeting if all members of the Board consent in writing
to the action. Such action by written consent shall have the same force and effect as any other
validly approved action of the Board. All such consents shall be filed with the minutes of the
proceedings of the Board.

Section 4.18 Meetings by Conference Telephone. Members of the Board may
participate in a meeting through use of conference telephone or similar communications
equipment, so long as all persons participating in the meeting can hear one another. Participation
by directors in a meeting in the manner provided in this section constitutes presence in person at
the meeting.

Section 4.19 Committees of Directors. The Board may, by resolution adopted by a
majority of the directors then in office, designate one (1) or more committees, each consisting of
two (2) or more directors, to serve at the pleasure of the Board. Appointments to such
committees shall be by majority vote of the directors then in office. Any committee, to the
extent provided in the resolution, shall have all the authority of the Board, except that no
committee, regardless of Board resolution, may:

(a) Fill vacancies on the Board or on any committee;,

(b) Fix compensation of directors for serving on the Board or any committee;
(<) Amend or repeal bylaws or adopt new bylaws;

(d) Amend or repeal any resolution of the Board which by its express terms is
(e} not so amendable or repealable;

() Appoint any other committees of the Board or the members of these

(g) comrnittees; or

(h)y  Approve any self-dealing transaction.

15
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Section 4.20 Committee Meetings. Meetings and actions of committees shall be
governed by and held and taken in accordance with the provisions of this Article TV concerning
mectings of directors, with such changes in the context of these Bylaws as are necessary to
substitute the committee and its members for the Board and its members. Minutes shall be kept
of each meeting of any committee and shall be filed with the corporate records. The Board may
adopt rules for the governance of any committee not inconsistent with the provisions of these
Bylaws concerning meetings of directors.

Section 4.21 Standard of Care — General. A director shall perform the duties of a
director, including duties as a member of any committee of the Board on which the director may
serve, in good faith, in a manner such director believes to be in the best interest of this
Corporation and with such care, including reasonable inquiry, as an ordinarily prudent person in
a like situation would use under similar circumstances.

In performing the duties of a director, a director shall be entitled to rely on information,
opinions, repotts or statements, including financial statements and other financial data, in each
case prepared or presented by:

(a) One (1) or more officers or employees of the Corporation whom the
director believes to be reliable and competent in the matters presented;

{(b) Counsel, independent accountants, or other persons as to matters which
the director believes to be within such person's professional or expert competence; or

(©) A committee of the Board upon which the director does not serve, as to
matters within its designated authority, which committee the director believes to merit
confidence, so long as in any such case, the director acts in good faith, after reasonable inquiry
when the need thereof is indicated by the circumstances and without knowledge that would cause
such reliance to be unwarranted.

Except in the case of a self-dealing director, as described in Section 4.23 of these Bylaws,
a person who performs the duties of a director in accordance with the above shall have no
liability based upon any failure or alleged faiture to discharge that person's obligations as a
director, including, without limiting the generality of the foregoing, any actions or omissions
which exceed or defeat a public or charitable purpose to which the Corporation, or assets heid by
it, are dedicated.

Section 4.22 Standard of Care—Investments. Except with respect to assets held for use
or used directly in carrying out this Corporation's charitable activities, in investing, reinvesting,
purchasing, acquiring, exchanging, selling and managing this Corporation's investments, the
Board shall avoid speculation, looking instead to the permanent disposition of the funds,
considering the probable income, as well as the probable safety of this Corporation's capital. The
provisions of Section 4.21 of these Bylaws shall apply to this Section.
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Section 4.23 Self-Dealing Transactions. Except as provided below, the Board shall not
approve a sclf-dealing transaction. A self-dealing transaction is one in which the Corporation is
a party and in which one (1) or more of the directors has a material financial interest or a
transaction between this Corporation and any entity in which one (1} or more of its directors has
a material financial interest. The Board may approve a self-dealing transaction if a majority of
the Board, not including the self-interested director, determines that the transaction is fair and
reasonable to this Corporation and, after reasonable investigation under the circumstances,
determines that it could not have secured a more advantageous arrangement with reasonable
effort under the circumstances.

Section 4.24 Inspection. Every director shall, at his or her own expense, have the
absolute right at any reasonable time during the business hours of the Corporation to inspect and
copy all books, records, and documents, and to inspect the physical properties of this
Corporation.

ARTICLE 5.
OFFICERS

Section 5.1 Officers of the Corporation. The officers of the Corporation shall be a
president, a secretary, and a treasurer. The Corporation may also have, at the Board's discretion,
such other officers as may be appointed in accordance with Section 5.3 of these Bylaws. Any
number of offices may be held by the same person, except that neither the secretary nor the
treasurer may serve concurrently as the president.

Section 5.2 Appointment of Officers. Except as otherwise provided herein, the Board
shall designate all officers of the Corporation for terms of one (1) year or until their successors
are designated and qualified. All officers of the Corporation shall be employees of the Housing
Authority. An officer’s term shall be ended and his or her position deemed vacant upon the
officer’s ceasing to be an employee of the Housing Authority.

Section 5.3 Other Officers. The Board may appoint or may authorize the president or
other officer, to appoint any other officers that the Corporation may require, Each officer so
appointed shall have the title, hold office for the period, have the authority, and perform the
duties specified in the Bylaws or determined by the Board.

Section 5.4 Removal of Officers. Any officer may be removed with or without cause by
the Board or the Executive Director of the Housing Authority at any time.

Section 5.5 Resignation of Officers. Any officer may resign at any time by giving
written notice to the president or secretary of the Corporation. The resignation shall take effect
as of the date the notice is received or at any later time specified in the notice and, unless
otherwise specified in the notice, the resignation need not be accepted to be effective. Any
resignation shall not affect the rights, if any, of the Corporation under any contract to which the
officer is a paity.
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Section 5.6 Vacancies in Office. A vacancy in any office because of death, resignation,
removal, disqualification, ot any other cause shall be filled in the manner prescribed in these
Bylaws for regular appointments to that office, provided, however, that vacancies may be filled
as they occur.

Section 5.7 Reimbursement of Expenses. The Corporation shall provide reimbursement
for monies expended on behalf of the Corporation by its officers.

Section 5.8 President. The president shall serve as the chief executive officer of the
Corporation and shall be responsible for conducting the affairs of the Corporation in a manner
consistent with the policies and directives of the Board. The president shall preside at meetings
of the Board and shall exercise and perform such other powers and duties as may from time to
time be assigned to the president by the Board. Subject to the control of the Board, the president
shall be the general manager of the Corporation and shall supervise, direct, and control the
Corporation's activities, affairs, and officers.

Section 5.9  Secretary. The secretary shall have the following duties:

(a) The secretary shall keep or cause to be kept, at the Corporation's principal
office or such other place as the Board may direct, a book of minutes of all meetings,
proceedings, and actions of the Board and of committees of the Board. The minutes of the
meetings shall include the time and place that meeting was held, whether the meeting was
annual, regular, or special, and, if special, how authorized and the notice given.

(b) The secretary shall keep or cause to be kept at the Corporation's principal
office, a copy of the Articles of Incorporation and Bylaws of the Corporation, as amended to
date.

(c) The secretary shall give, or cause to be given, notice of all meetings of the
Board and of committees of the Board required by these Bylaws to be given. The secretary shall
keep the corporate seal in safe custody and shall have such other powers and perform such other
duties as the Board or the Bylaws may prescribe.

Section 5.10 Treasurer. The treasurer shall have the following duties:

(a) The treasurer shall be the chief financial officer of the Corporation and
shall keep and maintain, or cause to be kept and maintained, adequate and correct books and
accounts of the Corporation's properties and transactions. The treasurer shall send or cause fo be
given to the directors such financial statements and reports as are required to be given by law, by
these Bylaws, or by the Board. The books of account shall be open to inspection by any director
at all reasonable times during the business hours of the Corporation.

(b)  The treasurer shall deposit, or cause to be deposited, all money and other
valuables in the name and to the credit of the Corporation with such depositories as the Board
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may designate, shall disburse the Corporation's funds as the Board may order, shall render to the
president and the Board, when requested, an account of all transactions as treasurer and of the
financial condition of the Corporation, and shall have other powers and perform such other
duties as the Board or the Bylaws may prescribe.

ARTICLE 6.
MISCELLANEOUS

Section 6.1 Fiscal Year. The fiscal year of this Corporation shall be determined by
resolution of the Board.

Section 6.2 Cotporate Seal. This Corporation may have a seal which shall be specified
by resolution of the Board. The seal may be affixed to any corporate instruments, as directed by
the Board or any of its officers, but failure to affix it shall not affect the validity of the
instrument,

Section 6.3 Contracts. All contracts entered into on behalf of this Corporation must be
authorized by the Board, or, where the contract is for less than One Hundred Thousand Dollars
($100,000), by the president,

Section 6.4 Execution of Checks. Except as otherwise provided by law, every check,
draft, promissory note, money order, or other evidence of indebtedness of the Corporation shall
be signed by such individuals as are authorized by the Board.

Section 6.5 Indemnification. This Corporation shall indemnify its directors, officers,
employees, and agents, including persons formerly occupying any such position, to the fullest
extent permitted by law, against all expenses, judgments, fines and other amounts actually and
reasonably incurred by them in connection with any threatened, pending or completed action or
proceeding, whether it is civil, criminal, administrative or investigative.

In al! cases where indemnification is sought, the Corporation shall be subject to the
following restrictions and requirements:

(a) Where the action or proceeding is brought on behalf of the Corporation or
involves self-dealing transactions, as defined in Section 4.23 of these Bylaws, the Corporation
shall not indemnify against amounts paid in settlement or judgment amounts, but shall, upon the
express authorization of the Board, indemnify the director, officer, employee or agent against
expenses incurred in defense of an action arising from his or her relation to the Corporation. To
indemnify in such cases the Board must find the person met the statutorily prescribed standard of
care by acting (1) in good faith, (2) in the best interests of the Corporation, and (3) with the care
of an ordinarily prudent person. '
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(b)  Where the person seeking indemnification under this section has been held
liable to the Coorporation, or has settled his or her liability to the Corporation, the Corporation
shall not indemnify against expenses without the approval of the court or the Attorney General.

(¢)  The Boatd shall determine whether the person seeking indemnification has
acted in accordance with the standard of care set forth in subsection (a) of this section by a
majority vote of a quorum consisting of disinterested directors. The termination of any
proceeding in a manner adverse to the defendant seeking indemnification shall not create a
presumption that such person failed to meet the standard of care.

(d) Where the person seeking indemnification has been successful on the
merits in defense of any action or proceeding brought on behalf of the Corporation or in defense
of any claim or issue involved in such action or proceeding, the Corporation shall indemnity
against all expenses actually or reasonably incurred,

(e} The Cotporation shall not advance any money to the person secking
indemnification for the purpose of defending against any action or proceeding without the receipt
of an undertaking by such person to repay all advances unless it is ultimately determined that he

or she is entitled to indemnification.

Section 6.6 Insurance. The Board may adopt a resolution authorizing the purchase of
insurance on behalf of any director, officer, employee or agent of this Corporation against any
liability asserted against or incurred by the director, officer, employee or agent in such capacity
or arising out of the director's, officer's, employec's or agent's status as such, whether or not this
Corporation would have the power to indemnify the director, officer, employee, or agent against
that liability under law; except, the Corporation may not purchase insurance to protect self-
dealing directors (as defined in Section 4.23 of these Bylaws) from liability.

Section 6.7 Reports to Directors. The president shall furnish a written report at the first
regular meeting of the fiscal year to all directors of this Corporation containing the following
information:

(a) The assets and labilities, including the trust funds, of this Corporation as
of the end of the fiscal year;,

(b) The principal changes in assets and liabilities, including trust funds, during
the fiscal year;

(c) The revenue or receipts of this Corporation both unrestricted and restricted
for particular purposes, for the fiscal year;

(d)  The expenses or disbursements of this Corporation, for both general and

restricted purposes during the fiscal year.
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The president must furnish a written report to all directors that lists any transaction during
the prior fiscal year involving Forty Thousand Dollars ($40,000) or more between this
Corporation or a subsidiary and any director or officer of this Corporation or a subsidiary. The
report must disclose the name of the director or officer and the person's relationship to the
Corporation, the nature of such person's interest in the transaction and, where practicable, the
amount of such interest. The president must also furnish an annual written report to all directors
disclosing the amount and circumstances of any indemnifications or advances aggregating more
than Ten Thousand Dollars ($10,000) paid during the prior fiscal year to any officer or director
of the Corporation.

Section 6.8 Amendment of Bylaws. The Bylaws may be amended or repealed and new
Bylaws adopted by the vote of a majority of all the members of the Board, provided that any
amendment to Section 4.2 (Number of Directors), Section 4.5 (Appointment and Qualification of
Directors), Section 4.8 (Removal of Directors), Section 5.3 (Removal of Officers) or this Section
6.8 (Amendment of Bylaws) hereof must receive the prior written consent of the Executive
Director of the Housing Authority. Such amended or newly adopted Bylaws shall take effect
immediately.

Section 6.9 Applicable Law. This Corporation shall be subject to any and all applicable
state, federal and local laws, including, but not limited to, such laws as may be applicable as a
result of the Corporation's affiliation with the Housing Authority.
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[INSERT NAME]

Certification by Incorporator Regarding Adoption of
Bylaws and Appointment of Initial Directors

I, John T. Haygood, am the Incorporator of Sacramento Housing Authority
Repositioning Program, Inc. (the "Corporation”). Pursuant to the Articles of
Incorporation filed on March , 2009, T hereby adopt the Bylaws for the
Corporation in the form attached to this certification.

1 hereby appoint the following persons as initial directors of the Corporation:

Name Designated Director
Position (per Bylaws)
TBD Public Housing
TBD Housing Finance
TBD Finance
TBD Construction/Real Estate
FRTBD** Member of Development
Community
Executed this day of March, 2009.

John T. Haygood
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CERTIFICATE OF SECRETARY

1, the undersigned, do hereby certify:

(1) That I am the duly elected and acting Secretary of Sacramento Housing
Authority Repositioning Program, Inc., a California nonprofit public benefit corporation;
and

(2)  That the foregoing Bylaws, as amended, comprising ___ {___) pages,
constitute the Bylaws of such corporation as adopted by the directors of the Corporation
at a duly constituted meeting held on , 2009.

IN WITNESS THEREOF, 1 have hereunto subscribed my name, this
day of March, 2009.

[INSERT NAME], Secretary
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1. Executive Summary

The Sacramento Housing and Redevelopment Agency (SHRA) operates more than 3,100 public
housing units through its control and operation of the Housing Authority of the City of
Sacramento and the Housing Authority of the County of Sacramento. SHRA operates these units
in a climate of uncertain and, generally, declining operating and capital subsidies from the U.8,
Department of Housing and Urban Development (HUD). SHRA has done well to maintain the
integrity of its operations in spite of the recent difficulties with HUD funding, but the decline in
operating and capital subsidies has nonetheless resulted in operating and capital shortfalls for
SHRA with respect to its public housing units,

SHRA commissioned this Asset Repositioning Study (the “Study™) as part of a proactive strategy
to align SHRA operations to the realities of the HUD funding environment while adhering to
SHRA’s “guiding principles” and continuing to address the ongoing needs of SHRA’s traditional
constituents. Such alignment includes restructuring — or “repositioning” — specific SHRA public
housing assets in order to reduce dependence on HUD funding and eliminate ongoing operating
and capital deficits. SHIRA can reposition its asscts by leveraging HUD sources with private
funding {debt and equity) and other subsidy sources (HOME, MHP, etc} to yield self-sustaining
developments. Repositioning specific assets in this manner also helps SHRA achieve its broader
goal of reducing its reliance on HUD funding sources.

This Study, using available SHRA data, identifies repositioning candidates, and describes
potential repositioning strategies.

a. Capital and Operating Shortfalls

SHRA’s traditional public housing relies on capital funding and operating subsidies from HUD.
Capital funds are used for capital repairs (roof replacement, etc.) while operating subsidies offset
operating shortfalls. SHRA currently has a projected 5-year capital need of approximately $78M
while currently receiving $5M in annual capital funds —a $53M capital shortfall for the 5-year
period. Operating subsidies also fall short of funding nced: SHRA is currently experiencing
annual operating shortfalls of approximately $3.5M.

b. Portfolio Review and Identification of “Action Developments ¥

The Study evaluates SHRA’s public housing portfolio according to six strategic criteria:

+  Risk of Mandatory Conversion;
+  High Capital Needs;

+ High Operating Deficit;

+  Revitalization Potential;

+  Poor Resident Retention; and

+  Small Scattered Sites.
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Based on the evaluation, the following four developments (“Action Developments™) appear to be
strong candidates for in-depth repositioning analysis:

+ New Helvetia;

+  River Oaks;

+ Dos Rios; and

+  Downtown Elderly High Rises (Riverview, in particular).

Among SHRA’s portfolio, these developments exhibit concerning aspects of two or more of the
six evaluation criteria. Because of their size and/or known negative economic impact, appropriate
repositioning of the propetties will likely provide the greatest potential beneficial impact to
SHRA.

SHRA's public housing portfolio also includes a significant number of small properties (i.¢.,
developments containing 8-50 units) and small, scattered-site properties (i.e., developments
containing 1-7 units). The scattered site properties are not specifically anatyzed as part of the
Study. The smali and scattered site properties, however, may together represent a significant
opportunity for SHRA to improve upon the disproportionately high management and operating
costs that are typically associated with scattered sites, However, the Study is unable to provide
meaningful conclusions as to the current burden represented by these properties due to
insufficient current data. SHRA should closely monitor these developments and analyze project
specific data collected in order to determine if SHRA could significantly benefit from
repositioning any portion of these assets.

c. Potential Strategies, Authovity-Wide Implications

Each potential candidate for repositioning requires in-depth, project-specific analyses that are not
within the scope of the Study. The project-specific analysis would quantify the potential benefit,
if any, of repositioning, and recommend a specific repositioning strategy using all available and
applicable sources. Sample strategies could prescribe full or partial demelition with new
construction; substantial rehabilitation of existing developments; new construction of units on
vacant/under utilized land; or strategic disposition of developments and/or land. The “program”
of an existing development could entail replacing all or a portion of public housing units with
other types of affordable units (i.¢., non-public housing tax credit units), or market (or tax credit)
units with attached project-based Section-8 vouchers.

Financing sources typical to these leveraging-type transactions include low income housing tax
credits (4% and 9%), capital fund bonds, private-activity tax-exempt bonds, private mortgage
debt, HOPE VT funding from HUD, and numerous other local and state funding sources,
including MHP (and other HDC programs), HOME, CDBQG, tax-increment, eic.

To effectively implement any repositioning strategy, SHRA must understand the potential
authority-wide impacts of such strategies and develop policy to address or anticipate them. For
instance, SHRA must consider its policies on replacement housing; the manner in which it would

Asset Repositioning Study 727/07
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patticipate in development (e.g., as developer, developer partner, non-developer sponsor, etc);
resident involvement; staff resources and capacity; and funding for predevelopment activities.
Key among these considerations might be allocation of (or hiring new) staff dedicated to the
repositioning initiatives.

d. Next Steps

Key next steps for SHRA include the following:

«  Prioritize Action Developments based on need, potential benefit, and initial financial
analysis;

«  Review small/scattered developments and other assets (e.g., vacant land) to understand
current benefit/costs of, particularly, the small/scattered developments considered as a

group;
+  Develop detailed financial analysis/repositioning strategy for prioritized developments;

«  Build capacity to undertake repositioning initiatives, including allocating and/or hiring
the necessary dedicated staff;

+  Continue and further refine data collection at & project-level to refine and assist in future
decision making; and

+  Procure necessary legal counsel (particularly HUD counsel) that can assist SHRA in
navigating HUD regulatory issues. Additionally, SHRA will likely require counsel with
transaction-specific expertise, such as bond counsel, tax counsel, local real estate counsel.
SHRA in-house counsel may possess some or all the required expertise.

2. Introduction

SHRA commissioned this Asset Repositioning Study (the “Study”) to evaluate the immediate and
long-term financial feasibility of its public housing portfolio. The Study focuses on SHRA’s real
propetty rather than agency cost centers or overall operations. The Study aimed to review all of
SHRA’s public housing properties (except the scattered site properties between one and seven
units), identify those showing the greatest need for — or potential benefit from — repositioning,
and suggest preliminary repositioning strategies for those properties.

Although the Study’s central analysis in this study reflects a snapshot that will change with time,
it also provides some general guidelines that should remain valid over the long term (for example,
general criteria that should guide SHRA’s ongoing evaluations of its portfolio as well as specific
repositioning initiatives). Section 6, describes implications of development activity for SHRA
now and in the future, ¢.g., staffing and funding for repositioning initiatives, Section 7 provides
recommendations for next steps and offers suggestions for future data collection and monitoring
to inform future portfolio review.

Asset Repositioning Study 7/27/07
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a. Overview of SHRA’s Public Housing Portfolio

SHRA controls and manages the Housing Authority of the City of Sacramento (City) and the
Housing Authority of the County of Sacramento (County). Through the two public housing
authorities (PHAs), SHRA owns and manages over 3,169 public housing units. This total
includes 1807 units in 37 developments owned by the City, 962 units in 49 developments owned
by the County, and approximately 400 scattered site units.

Physical characteristics

SHRA'’s public housing portfolio includes many different sizes and types of developments,
ranging from scattered site single family housing to 100+ unit high rise developments for the
elderly to 400+ unit developments for families.

The City’s portfolio includes two very large developtents (River Qaks at 460 units and New
Helvetia at 347 units), five elderly high rise buildings ranging from 76 to 108 units, and a wide
range of other developments ranging from 1 to 80 units.

In contrast, the County’s portfolio is dominated by smaller developments, with the exception of
Dos Rios (218 units). The next fargest County development is 36 units (El Paraiso), followed by a
30-unit property (Southwest/Dewey), after which all other developments in this portfolio are 24
units or smaller.

SHRA’s public housing stock ranges in age from L1 to 56 years, with an average age of 35 years.
The County units tend to be newer compared to City units. The average age of the County units
is 21 years (and would be 18 years if Dos Rios were excluded from the calculation). The average
age of the City unifs is 32 years.

Present conditions and capital needs
The Agency has maintained its portfolio well given the limited, decreasing funding that Congress
and HUD have provided for public housing.

In recent years, SHRA has completed major capital improvements at several developments.
Complete modernization improvements were made at 2970 2™ Avenue, 3937-39 & 4037-39
Renick Way, 3725-35 Haywood Avenue, and Alkali Flat. Additional modernization
improvements were made at 6054 Shupe Avenue and 3725 Cypress, while structural foundations
were replaced at three New Helvetia buildings. Additional improvements were made to the River
Oaks Complex, 1107 23" 2845 37" St, 1820 Capital, 3725 Cypress, 1318 E St, 2516 T St, 1725
K St, 2526 L St, 480 Redwood, and 626 1 St. Finally, single family homes were replaced at 237
Haggin Avenue and 7717 Bellini Way.

Pursuant to HUD requirements, the Agency prepares long-term capital needs assessments for
each property. These assessments, last prepared in July 2006 by SHRA staff, suggested total
capital needs of $78 million over the next five ycars for the entire public housing portfolio,
including $52 million for City-owned properties and $26 million for County-owned ones.
Looking ahead over longer time horizons, staff estimated capital needs of $136 million over the
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Page 4 of 47
31



March 10, 2009

Submissjon 05 an application for Public Housing Residential Development Disp
ttachment 5

CSG 1 auVISOrs

Abt Acncdaten Fre

next ten years and $185 million over the next fifteen years (in each case the figures include the
projected need over the first five years). These estimates include both costs related to routine
capital improvements like periodic replacement of roofs and kitchen appliances as well as costs
related to certain known extraordinary needs: security surveillance systems or underground
infrastructure utility replacement.

HUD’s Real Estate Assessment Center (REAC) evaluates public housing properties on several
factors including the physical well-being of the properties, the financial condition of propetties,
resident satisfaction, and the effectivencss of PHA management. Though not without limitation,
the REAC scores is an indicator of a development’s physical and financial health: the higher the
score, the “healthier” the development. REAC scores are provided on a scale of I to 100, with
scores above 60 considered passing. Tn 2005, the County properties received an average REAC
score of 67, while the average score for City properties was 81. The 2006 REAC inspections for
both the City and County are currently underway and should be completed towards the end of
May.

Resident incomes and rents

SHRA’s public housing serves some of the poorest residents in Sacramento County, with average
median income of approximately $12,686 (5% of the area median income of $67,200 for a four-
person household). On average, SHRA’s public housing residents can afford to pay $296 in rent
under HUD’s regulations restricting tenant-paid rents to 30% of gross income. City- and County-
owned properties are similar in this respect, with the City average at $283 and the County average
at $309. Note that under HUD funding procedures, increases in tenant-paid rents do not
necessarily result in better financial performance for a property, because the HUD operating
subsidy is designed to offset tenant-paid rental income.

b. Funding Context

SHRA should understand the universe of available funding sources in order to most effectively
evaluate repositioning options for certain developments. The available funding sources fall into
two general categories: funding for ongoing operations and capital needs, and funding for
extraordinary activities such as asset repositioning.

Operating and Capital Subsidies

Over the past fow years SHRA and all PHAs nationally have experienced significant reductions
in HUD funding for public housing. Despite steady inflation in operating and maintenance costs,
operating subsidies have not been fully funded since 2002 and capital fund aflocations have
dropped each of the past five years. For instance, in 2006 HUD funded operating subsidy at
approximately 85% of actual need as measured by HUD (this percentage is also known as the
“proration factor”), and capital fund allocations nationally shrank 11% -- from $2.6 billion to $2.3
billion between 2005 and 2006. The total count of SHRA’s public housing units and levels of
tenant-paid rents have not changed materially during this time period, so virtually all the
reductions shown in the graph represent HUD funding cutbacks (the picture would look even
worse if the figures were adjusted for inflation).
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These reductions in Public Housing operating subsidies and capital improvement funding have
caused SHRA to rely on reserves, inter-fund transfers, and asset sales for continued operations.
For 2006, the housing authority received only 82% of the annual funding formula HUD used for
the past twenty-five years. This is the lowest percentage in the history of the Public Housing
program and translates to a loss of over one million dollars for 2005 out of a $10 million budget.

While it is impossible to predict future HUD funding levels, it seems unlikely that HUD will fully
fund operating subsidy in the near future. This has significant implications for the long-term
sustainability of the public housing portfolio. Note especially that the current annual capital fund
allocation of approximately $5 million falls far short of the projected five-year capital need of
$52 million for City properties and $26 million for County properties.

Switch to Asset Management

To successfully function under HUD’s new operating ruie, SHRA, on November 1, 2006,
implemented the asset and portfolio management practices used by private and institutional real
estate investors while continuing to adhere to the agency mission of serving low-income
houscholds. SHRA must become an active manager of its assets — including actively assessing the
viability of individual SHRA-owner properties — in order to implement the transition to full asset
management. The SHRA established an Executive Team to implement convetsion of the existing
revenue model to a private sector based asset management model. Some of the key transitions
include:

¢ Placement of individual developments into new project groupings;
»  Project based accounting conversion;

+  Project based management conversion;

+ Property management fee assessment;

» Determining ceniralized services;

* Development of a management performance system;

+ Devclop a long term capital plan; and

* Risk assessment.

SHRA will suffer from additional losses in funding related to HUD’s new “asset management”
procedures, Under the new operating subsidy formulas established by HUD, SHRA is predicted
to receive approximately 8% less operating subsidy for the propetties owned by the City and
approximately 2% less operating subsidy for the County propetties. Although there is a multi-
year phase-in period for these reductions, the loss in operating subsidy eligibility will eventually
reach approximately $486,550 for the City and County compared to current eligibility.

In addition to reductions in property-specitic operating subsidy levels, HUD’s “asset
management” procedures limit funding for the central office cost center. SHRA has already
taken actions to prepare for this change, and continues to explore ways to reallocate costs,
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restructure staffing, and/or find additional resources to allow the central office to properly
manage and maintain the public housing portfolio. These reductions also affect the Agency’s
capacity to fund new initiatives such as the asset repositioning strategies described in this study.

New Tools for Asset Repositioning

Over the past decade, PTTAs have gained access to many previously unavailable financing tools.
HOPE VI grants have been a key resource. However, with reductions in program funding and
only just $99 million expected to fund 4-5 grants in 2007, PHAs cannot count on receiving a
HOPE VI grant no matter how worthy the application.

Fortunately, the HOPE VI program has changed the industry in ways that will continue regardless
of the future of HOPE VI grants, including the ability to use low-income housing tax credits on
public housing units under HUD’s “Mixed Finance” regulations and the ability to transter
ownership of public housing properties to other entities such as tax credit partnerships that may
be controlled by PHAs. The advent of the Capital Fund Financing Program allows PHAs to
botrow against future HUD capital grants to accelerate rehabilitation and modernization. The
many successful transactions that have been done under these programs over the past decade have
helped many lenders, tax credit investors, developers, and others gain experience and comfort
wotking with public housing.

Collectively, these changes in federal regulations and the growing base of experience in the
financing and development communities provide PHAs with many new options for repositioning
assels. Combining these options with state and local funding sources greatly expands the
possibilities for SHRA’s portfolio. The Appendix offers an overview of many of the funding
sources with particular relevance to SHRA,

¢. SHRA Guiding Principles and Unique Strengths

SHRA'’s evaluation of its public housing portfolio and opportunities to reposition asscts should be
informed by its guiding principles as listed below. SHRA should also recognize and attempt to
best leverage its unique strengths concerning real estate development and management.

1. Sustain our commitment to house extremely low income houscholds by adopting a
“no net loss policy”, requiring the development of at least an equivalent number of
replacement units when units are removed from our baseline inventory.

2. Decrease reliance on federal funding sources by leveraging the use of existing
sources with private funding (debt and equity) and other sources (grants and local
subsidics).

3. Preserve and enhance existing physical housing stock; upgrading stock whenever

possible to a 30 year useful life.
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4. Locate new units into sustainable and livable communities that meet the specific
needs of residents,

5. Incorporate smart growth principles (i.e. energy efficiency, safety/security, quality
of life) into project design to the maximum extent possible.

6.  Diversify real estate portfolio in creative ways to support extremely low income
units.

7. Maximize utilization of existing resources (i.c. vouchers, local funds, the value of
HA real estate assets, etc.) to implement development strategies.

8.  Reinvest proceeds from the sale of Housing Authority properties in the replacement
of units.

9.  Promote and support resident self sufficiency.

10.  Seek creative partnerships with other agencies, non-profits, community groups,
resident advisory boards, and private sector sponsors.

Many of these have direct implications for how SHRA should conduct any asset repositioning.
For example, the principle of 1:1 housing replacement suggests that disposition of public housing
units may not be an option unless affordable replacement units can be identified. The guiding
principles suggest that maintaining the “‘status quo” is not an option for SHRA. Given the pattern
of increasing costs and decreasing HUD funding described previously, SHRA must work
proactively to preserve both its housing stock and its ability to serve extremely low-income
people,

Unique Strengths

Compared to many housing authorities around the country, SHRA enjoys some important and
relatively unusual advantages. First, the experience of SHRA and its nonprofit affiliates in
developing affordable housing outside of HUD programs is valuable in pursuing new initiatives
and can help the Agency compete effectively for scarce funding resources and attract lenders and
tax credit investors.

Second, the SHRA’s dual functions as a public housing authority and a redevelopment agency
provides SHRA knowledge, expertise, and resources unavailable to many housing authorities. It
also allows SHRA to potentially focus both public housing repositioning efforts and other
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redevelopment activities within a certain area (or multiple areas) to maximize SHRA’s overall
impact on a given neighborhood.

Finally, SHRA’s size and location in the state’s capitol (location of state funding sources and
allocating agencics) give SHRA a strong base from which to pursue asset repositioning.

d. Criteria for Portfolio Review and Asset Repositioning

Portfolio Review Criteria

As further described in Section 3, data limitations present an obstacle to deriving firm
conclusions about any one property. For example, multiyear, property specific revenue and
expensed data are not currently available: the data does not yet exist given previous HUD
accounting procedures. We can identify, however, general criteria for evaluating properties
regarding asset repositioning regardless of the available data (for example, significant and
sustained operating deficits, etc.). One goal of this study is to identify a master list of criteria for
SHRA to use both now and regutarly in the future as it monitors its portfolio and considers
opportunities to reposition assets. By focusing attention on these criteria, and systematically
collecting information on them over time, SHRA can best focus its efforts.

As will be described further in Sections 3, 4 and 5, we suggest six core criteria for identifying
properties that lend themselves to asset repositioning. These criteria highlight properties that
exhibit one or more of the following characteristics:

¢ Identified by HUD as a possible mandatory conversion property in the past 12 months;
»  Near-term capital needs that greatly exceed anticipated capital funding;
»  Significant and sustained operating deficits;

+  Property characteristics well-suited to repositioning (e.g. opportunity to add units on a
site that has low density compared to surrounding uscs, opportunity to combine
repositioning activities with other properties that lead to overall cost savings or
efficiencies, opportunity to draw on unique funding sources, opportunity to coordinate
with new development activities on an adjacent parcel, etc.);

*  Significant ongoing problems attracting and retaining residents;

+  Additional management challenges exacerbated by small size and distance from other
properties in the portfolio;

Suggested Criteria for Next Steps of Asset Repositioning

Although the asset repositioning ideas presented in Section 5 are only preliminary, we
recommend that SHRA start thinking about criteria by which it will judge specific repositioning
initiatives when they are presented for approvals. These should echo the eleven guiding
principles of SHRA described previously. In addition, we would suggest adding the following
two criteria to guide SHRA’s asset repositioning strategy:
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+  Capitalize on SHRA’s unique strengths and abilities, such as leveraging outside funding
and coordinating with other redevelopment activities to stimulate broader impact in the
community; and

s Generate developer fees, sales proceeds, or other revenues to SHRA that at least cover its’
associated costs.

Any single asset repositioning initiative likely will not satisfy all of these criteria simultaneously.
But by systematically evaluating each proposed initiative against these criteria, SHRA will be
better able to identify the projects that are most consistent with its mission and principles and are
most likely to lead to success for SHRA, its residents, and the broader community.

3. Information Collected on the Portfolio

The goal of this Study is to provide insight into the long-term financial feasibility of SHRA’s
public housing portfolio. To do this, we sought to distinguish successful and viable properties
from those that represent a significant drain on SHRA resources or are otherwise infeasible to
maintain and operate. Our focus was on data that could help differentiate properties by
illuminating strengths and weaknesses of individual developments. This section deseribes the
main types of information we collected — that concerning operations, physical needs, site context
and special characteristics, and community considerations — and the limitations in the amount and
quality of data currently available,

a. Operations

HUD has historically required PHAs to report information about project operations on a
portfolio-wide basis rather than on an individual project level. Consistent with HUD’s reporting
requirements, PHAs often collected data on the broader portfolio level, making it difficult to
identify operating distinctions between high performing developments and low performing ones.
For example, it was common for PHAs to report electric usage at dozens of public housing sites,
which obscured the need for conservation improvements and other interventions at the least
efficient developments.

More recently, HUD has required PHAs to transition from the previous portfolio-wide accounting
methodology to project-level accounting. SHRA completed this transition in January of this year,
and has been collecting operations data for individual developments within its portfolio since
November 2006. Although this shift will make it much easier for SHRA to track the operational
viability of individual developments over time, sufficient historical data does not currently exist
at the project level.

Due to the limited operational data available, we relied on a combination of data from the
expertise of SHRA staff members most familiar with the portfolio to provide contextual
knowledge, limited financial data and , supplemental information about the relative strengths and
weaknesses of each property. Specifically, staff drew on their own experiences with individual
properties to provide input on utility costs, unit maintenance and site maintenance costs, central
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office oversight, resident service costs, unit turnover, and the ability to lease-up units. Limited
data on occupancy rates and utility costs was also considered along with the HUD Project
Expense Levels (PEL), which determine available subsidy levels for clusters of properties.
Appendix A contains summaries of the data we collected and used in evaluating each
development.

b. Physical Needs

SHRA has two key data sources that shed light on the structural well-being of its properties: a
capital needs assessment prepared by 3D-1 in March 2005, and recent assessment scores prepared
by HTUD’s Real Estate Assessment Center (REAC). The capital needs assessment provides cost
estimates for improvements that each property is expected to require over a 5-, 10-, and 15-year
timeframe. The REAC scores are provided for each property (or in a few cases for clusters of
small propettics), and are based on several factors including the physical well being of the
properties, the financial condition of propertics, resident satisfaction, and the effectiveness of
PHA management.

Both the capital needs assessment and the REAC scoring system have limitations. For example,
the findings of the capital needs assessment appear inconsistent for certain propertics, with higher
needs identified for certain newer properties, and lower needs identified for some properties that
appear to require major system overhauls. Meanwhile, because the REAC scores are also based
on several factors not directly related to the physical well being of the properties, low scores do
not necessarily indicate high capital nceds. We also found that in some cases where REAC
scores are prepared for clusters of small properties, individual properties within the same group
are given identical scores even where significant differences exist between properties in the
cluster. Given the limitations of these data sources, we also relied on input from staff to cvaluate
the physical needs of individual developments.

e. Site Context and Special Characteristics

SHRA provided additional information on the development context of each property, including
zoning designation, location in relation to redevelopment areas, and estimated acreage. In
addition, SHRA advised our team of each property’s location in relation to other development
efforts, perceived market potential, synergy with existing land uses, and potential for improved
financial performance through rehabilitation, redevelopment, or other intervention.

d. Community Considerations

Several community attributes were also considered. SHRA staff provided input on the proximity
of individual properties to public transit, public schools, employment opportunities, medical
services, shopping, and public services, as well as the perception of crime at each location and the
level of involvement from resident, community, and political stakeholders.
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4. Data and Portfolio Analysis

Based on the information gathered for each property, we worked with SHRA staff to determine
which properties may warrant some level of intervention based on the six criteria for reviewing
the portfolio, which were identified in Section 2. Properties believed to meet these criteria were
grouped into one or more of the following categories:

Risk of Mandatory Conversion. This group includes SHRA developments that have
appeared on HUD’s listing of possible mandatory conversion properties;

+ High Capital Needs. Properties in this group appear to require significant near-term
physical improvements that substantially exceed available funding.

» High Operating Deficit. Properties in which operating costs are believed to far exceed
the fevel of operating subsidy available through HUD were included in this group.

+ Revitalization Potential. Properties in this group were identified as having strong
potential to be reused or revitalized.

+  Poor Resident Retention. Several properties that exhibit chronic problems retaining
residents were included in this theme.

e Small/Scattered Sites. This theme includes a number of small properties (8-50 units)
that face significant management challenges. All of SHRA’s scattered site properties (1-
7 units) were also included.

This section explains which properties fall into each of the six groupings and also identifies
several Action Developments that may warrant more immediate action.

a. Property Groupings by Criteria

Risk of Mandatory Conversion

PHAs ate required to review their properties on an annual basis to determine whether units should
be removed from the public housing inventory. This review is designed to identify the following:
1) properties for which the cost of modernizing and operating units as public housing exceeds the
cost of providing tenant-based assistance to residents; and 2) properties that will not be viable
over the fong term. Properties that fit this definition arc subject to mandatory conversion
requirements by HUD.

To identify developments potentially subject to mandatory conversion, HUD periodically posts a
“Cluster List” on its website showing all properties of 250 units or more in which vacancy rates
exceed an average of 15% over three years. Two properties in the Cify portfolio were identified
as distressed on HUD's website in December 2006 - New Helvetia (360 units) and River Oaks
(400 units). Although these properties have not appeared on subsequent lists fo date, the
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December report serves as an early warning that these properties may eventually fall into the
category of required conversion.

Both properties should continue to be monitored to determine if they meet HUD's definition of
mandatory conversion. If either property appears on HUD’s listing two months prior to SHRA's
next Annual Plan submission, then they must be addressed in that Annual Plan. Options for
addressing the property include:

1) Explain to HUD why the property should not be on the Cluster List;

2) Certify that the PHA has completed HUD’s Cost Comparison Spreadsheet and
determined that it is more cost effective to continue operating the development as public
housing; or

3) Submita Conversion Plan because the Cost Comparison shows that the development is
not cost effective to maintain when compared to the cost of Section 8 vouchers. This
option would trigger a request to replace the public housing units with vouchers.

High Capital Needs

HUD provides capital funds to PHAs annually for modernization purposes. In most cases, HUD
funding barely covers accrual and is far short of covering the backlog of improvements necessary
for long-term sustainability. For instance, as noted in Section 2, for FY 2006 SHRA will receive
a total of $5,556,244 in capital funds ($3,621,239 for the City and $1,935,005 for the County)
while its 5-year portfolio-wide capital need is estimated to total $78 million. The disparity
between capital needs and available funding is exacerbated by some properties that require an
inordinate modernization investment to maintain viability, and thereby drain the capital funds
available for improvements at other properties.

To identify properties that exhibit high capital needs, we reviewed SHRA’s 5-, 10- and 15-year
capital needs projections for each property, as well as REAC scores for each group of propertics.
The team, along with SHRA, looked specifically for properties that had an exceptional 5-year
need and relatively low REAC scores, indicating that the property may be past its useful life.
These properties generally had a Capital Need in the range of $25,000 to $40,000 per unit and
REAC scores of between 68 and 84.

Ten City properties fit into the High Capital Needs group, including New Helvetia, River Oaks,
Connie Drive, Sherman Oaks, Capitol Terrace, Comstock, Washington Plaza, Sierra View,
Sutterview, and Riverview. Seven County properties were also characterized as requiring high
capital needs, including Dos Rios, Evelyn Lane, Wallerga, Sunset Avenue, Cassandra, Tiara and
Mariposa. However, the Tiara and Mariposa are currently undergoing modernization, so these
properties will no longer fit into the High Capital Needs group.

High Operating Deficit
HUD provides PHAs with Operating Funds to operate and manage public housing. This funding
is now provided at the project level {vs. centralized), consistent with HUD’s move to project-
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based “Asset Management” described previously. Each development must stand on its own
financially and SHRA will be limited in its ability to cross-subsidize properties that run an
operating deficit with those that maintain an operating surptus. The transition in funding and shift
to project-based operations forces PHAs to carefully review each property to determine if they
can break even, and if not, to develop a strategy for addressing the operating shortfall.

Several factors drive operating costs upward, even beyond standard management and
maintenance. Certain neighborhood, site, and property characteristics can contribute to low
resident retention, high utility costs per unit, and greater demands on central office staff.
Prevailing wage requirements associated with construction and other contractors can also drive
operating costs higher. With this in mind, we reviewed each property with SHRA staff to
understand relative operating costs (utilities, unit and site maintenance, security and management)
at each property, as well as the potential need for subsidy. The purpose was to identify properties
that may not be able to support themselves over the long-term due to limited tenant income and
HUD operating subsidy as sources to pay for site-based management and maintenance operations.

Nine propetties fit the High Operating Deficit theme, including five City properties {(New
Helvetia, River Oaks, Riverview, Coral Gables, and Gibson QOaks) and four County propetties
(Dos Rios, Wallerga, Northcrest Circle and Southwest/Dewey).

Revitalization Potential

With changing national priorities and declining resources at the local, state and federal levels,
PHAs are challenged to be creative in how they use limited resources to maximize change in their
communities. While overall resources from the public, private, non-profit and philanthropic
sectors flowing into depressed neighborhoods are limited, these resources (which include
funding, programs, and talent) can be strategically leveraged to create the critical mass necessary
to transform targeted areas into healthy, safe and economically viable communities.

As noted in Section 2, SHRA is in a unique position to leverage funding and other resources
because it serves as a redevelopment agency as well as a public housing authority. There are a
number of public housing developments located in active redevelopment areas in Sacramento and
throughout the county. Several other properties are located in areas with significant development
planned nearby, while others appear to underutilize their development potential in light of current
zoning and adjacent uses.

These sites present an opportunity to combine federal funds with private resources (such as those
generated by current development activity and Redevelopment Plans) by partnering with other
public and private entities to maximize their impact. This can be accomplished by providing a
housing (family, senior, special needs, homeless, etc.) through a variety of means, including
traditional development, disposition and acquisition in targeted neighborhoods, the addition of
public housing units to third party developments, or utilization of project-based Section 8. These
techniques can be used to deconcentrate poverty by integrating subsidized housing with market
rate housing or commercial development in areas of demand, and by stimulating neighborhood
revitalization through the initial investment.
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Based on our discussions with SHRA about Redevelopment Areas, planned development, and
other neighborhood development initiatives (public and private), six properties were identified as
having revitalization potential, either as housing or other uses, due to activities occurring in the
neighborhoods around them. Among these are five City properties (River Qaks, Riverview,
Fairgrounds, Comstock, and New Helvetia) and one County property (Dos Rios).

Poor Resident Retention

Public housing residents are generally limited in where they can live. They apply for housing, are
placed on a waiting list, and are assigned to the first unit that becomes available and meets their
household needs. Public housing properties that are difficult to lease-up and/or have high rates of
turnover present a drain on limited management resources, and ofien suffer targer problems at the
property that are manifest in poor resident retention. These factors also have a negative impact
on the performance status of the PHA in HUD’s eyes. Sixteen properties meet the criteria for this
group because they exhibit below average occupancy, difficulty in leasing when units become
available and frequent turn-over compared to other SHRA properties, including eight City
properties (Washington Plaza, Lincoln Manor, Gibson Oaks, West Sitver Eagle, Sherman Oaks,
Western Avenue, Coral Gables, and Connic Drive) and six County properties (Dos Rios,
Northerest Circle, Cassandra, Southwest/Dewey, Walnut Grove and Young).

Small/Scattered Site

Smaller properties, especially scattered site properties, can be particularly difficult to manage
because they are spread out geographically, making them less efficient to manage and requiring a
disproportionate share of limited staff resources. Our team worked with SHRA staff to identify
properties that present significant management challenges for SHRA due to their small size and
their isolated or otherwise difficult location. Five City propertics were placed in this group {Coral
Gables, Western Avenue, Connie Drive, 24™ Street, and West Silver Eagle), along with six
County properties (Northerest Circle, Cassandra, 48" Avenue, Southwest Dewey, Walnut Grove,
and Young). All single-family homes and properties of between 2-7 units were also added to this
group, though they were not individually evaluated.

The table on the following page summarizes the properties identified under the various evaluation
criteria. Note that only properties that were placed in one or more groupings appear on this
listing; all other propertics were omitted.

b. Action Developments

Based on the criteria described above, we have identified three large properties that warrant near-
term asset repositioning as Action Developments, including the City properties of New Helvetia
and River Oaks, and the County property of Dos Rios. The Riverview elderly high rise, which
includes SHRA's offices, was also identified as an Action Development, and was grouped with
five other elderly high rise properties located in Downtown Sacramento (Capitol Terrace,
Comstock, Sierra View, Sutterview and Washington Plaza). The following paragraphs describe
the considerations that led vs to identify these properties as Action Developments,
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24th Strest v

Capitol Terrace** v

Comstock** v v

Cannie Drive v v v

Coral Gables v v

Fairgrounds v

Gibson Caks v v

Lincoln Manor v

New Helvetia® v v v v

River Oaks* v v v v

Riverview* v v v

Sherman Oaks v v

Sierra View** v

Sutterview** v

Washington Plaza** v v

West Silver Eagle v v

Woestern Avenue Scattered Site v v

County Properties

48" Avenue v

Cassandra v v

Dos Rios* v v v v v

Evelyn Lane

Northerest Circle v v v

Southwest/Dewey v v v

Wallerga v

Walnut Grove v v

Young v v

* Designated “Action Development”
#* Elderly High Rise to be considered Action Development with Riverview.

New Helvetia and River Oaks

The December 2006 HUD Cluster Listing of New Helvetia and River Oaks is significant.
Chronic vacancy issues are often a symptom of multiple overlapping problems at a property.
These two properties are likely to appear again on the Cluster List, which may require them to be
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addressed and evaluated for Mandatory Conversion to Section 8 vouchers. Together, these
properties represent toughly 25% of SHRA’s public housing portfolio. Because high capital
needs and high operating deficits arc expected at these properties, both New Helvetia and River
Oaks drain a disproportionate share of SHRA resources. River Oaks and New Helvetia also have
strong revitalization potential due to the significant developments planned nearby and their
location in highly valued neighborhoods. For these reasons, both River Oaks and New Hetvetia
have been identified as Action Developments.

Dos Rios

Similar to New Helvetia and River Oaks, Dos Rios has a chronic vacancy problem, While the
property isn’t subject to HUD Mandatory Conversion (because it has fewer than 250 units}, it
shares many of the same characteristics as New Helvetia and River Oaks, including high capital
needs, high operating deficit, poor resident retention and revitalization potential. Therefore, Dos
Rios should be examined in the short term as an Action Development,

Downtown Elderly/High Rise

The elderly high rise buildings (Riverview, Comstock, Washington Plaza, Capitol Terrace,
Sutterview and Sierra View) all require significant improvements over the short-term to preserve
their ability to serve seniors. Riverview is unique in this list as it also is projected to run a high
operating deficit and has strong revitalization potential due to its central location downtown.
These buildings represent a significant percentage of SHRA’s portfolio and, similar to New
Helvetia, River Oaks and Dos Rios, will require a significant share of SHRA capital fund
resources if modernized in the traditional fashion. Due to their similar design, age, systems and
population served, we have grouped them together as one Action Development for efficiency
purposes. Because of these similarities, comparable modernization techniques can be used for
them all. In addition, grouping these buildings provides opportunities for increased leverage by
pooling the buildings and their improvements into a larger funding package, which itself brings
efficiencies in soft costs.

5. Potential Repositioning Initiatives
a. Action Developments

The following proposed initiatives are based on consideration of the general characteristics of the
Action Developments, e.g., overall size, strength of local market, magnitude of operational
difficulties, etc., and not detailed financial/operational/development analyses. Using the proposed
initiatives as a guide, we expect that SHRA will subsequently undertake detailed, project-specific
analyses,

In general, the initiatives below reflect approaches that do not rely exclusively on financing
traditionally available through HUD (i.e., capital fund, operating subsidy, ctc.), but attempt to
feverage HUD resources with third-party capital resources such as low-income housing tax credit
equity, tax-exempt bond financing, private mortgage debt and available grants and subsidies, as
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well as non -HUD income sources such as income from non-public housing (tax credit, or
perhaps, market rate) tenants.

New Helvetia

New Helvetia is a large site (29.4 acres) with a significant number of units (390}, and is
surrounded by a strong, active real estate market with significant residential, commercial, and
new development activity. New Helvetia’s combination of size, location, and surrounding
economic activity may be leveraged to benefit redevelopment of the site.

The proximity of a strong, active real estate market presents the opportunity to pursue mixed-
income (mixed-finance) development where either: 1) affordable (i.c., tax credit eligible) and
market rate units are added to the existing site, resulting in an increase in net units; or 2) the
number of public housing units is reduced with a corresponding addition of non-public housing
affordable and/or market rate units. In addition to establishing a programmatic mix of incomes
that may provide social benefits to low-income residents, mixed-income developments also are
generally structured to provide a cross-subsidization of cash flow from the tax-credit or market
units to the public housing units in order to cover shortfalls in operating subsidy.

In a mixed income development, sponsors take great care to achieve a mix of incomes that, while
achieving the goal of providing affordable units for public housing residents, also remains
attractive to potential residents (market and tax-credit) that can also choose to five at other
competing {non-affordable) developments.

River Oaks

River Oaks is situated in close proximity to New Helvetia and benefits from the same location
advantages, i.e., strong local real estate market, strong economic activity, etc., in combination
with a similarly large site (37.3 acres) and large number of units. River Oaks has the additional
advantage of being the locus of encroaching development and is adjacent fo a site where the
current owner is actively pursuing redevelopment activity. Representatives of the owner have
already inquired about SHRA’s potential redevelopment of River Oaks. Such interest provides
specific possibilities for the site’s redevelopment.

Combined Activities with Adjacent Owner
SHRA could combine efforts with the adjacent owner as follows:

«  The developer of the adjacent site could develop the River Oak site on a “turn-key” basis
on behalf of SHRA;

«  In exchange for a land lcase of the River Oaks site (and operating subsidy), the developer
of the adjacent site could master develop both sites and agree to a certain number of
public housing units to be dispersed throughout the development;

+  SHRA and the owner of the adjacent site could jointly redevelop River Oaks;
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+ The developer of the adjacent site could pay SHRA for the right to build units, ¢tc. on a
portion of the River Qaks site, including distributing market rate uniis on site or among
public housing units; and

+ SHRA and the developer of the adjacent property could share economies of scale for
infrastnucture or other costs.

Redevelopment Timeframe

Encroaching development and the development activities of the adjacent landowner enhances the
value of — and expands SHRA options for — River Oaks. The activity of the local market,
including encroaching development, will likely continue to add value to the River Oaks site with
the passing of time, providing timing flexibility (from a financial equity perspective) to SHRA.

A potential increase in financial equity will have to be balanced against increases in
construction/development costs to assess potential net gain over time. The local activity also
provides leverage against surrounding landowners, who may be motivated to “assist” (financially,
or otherwise) in SHRA’s redevelopment efforts if doing so elevates the marketability and value of
their own adjacent or neighboring sites and/or developments.

Dos Rios

The land uses surrounding Dos Rios and the Richards Boulevard redevelopment activity guide
the analysis of potential site redevelopment. Dos Rios is largely surrounded by light
industrial/office uses that are generally incompatible with residential development. The 2005
Richards Boulevard Redevelopment Strategy details the redevelopment objectives of the Richards
Boulevard redevelopment project area, and specifies support for “pioncering” residential
development initiatives. However, the Strategy anticipates that such residential developments
would be sited along the American River, which the Dos Rios development is not. SHRA must
consider the most appropriate land use for Dos Rios in light of surrounding non-residential fand
uses and the availability of appropriate services.

Downtown Elderly High Rises

SHRA'’s high rise eldetly developments present specific redevelopment issues and constraints.
Elderly tenants tend to be highly immobile, so temporary relocation would be both difficult and
costly: rehabilitation may have to be accomplished with tenants “in-place.” The high-rise nature
of the developments and age of construction could require overhauls of entire systems (i.e.,
clectrical, mechanical, etc.) that may substantially increase the rehabilitation costs and make
rehabilitation with in-place tenants problematic. In any event, one can expect rehabilitation costs
to be relatively high given the high-rise nature of the buildings and current construction costs in
California.

We expect that SHRA will want to maintain the low-income, elderly nature of the tenancy, and
not attempt to alter the affordability of the developments. Altering the current income mix by
adding market rate units or converting some units to tax-credit (with or without Section-8
certificates) might yield units that are not competitive in the open market (in the case of market
rate senior units) or raise strong objections from in-place elderly residents who view other forms
of subsidy as less secure than public housing.
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Group Approach
The redevelopment of the Elderly High Rise buildings can be considered as a “group” with each

building financed individually but with a similar rchab/finance strategy. Alternately, the
buildings can be groupings of two or more buildings redeveloped under a common plan of
finance and rehabilitation (e.g., multiple properties would be owned by the same tax credit
partnership, and work would be performed by a common contactor).

Riverview

Of the Elderly High Rise developments, Riverview represents a special case in view of its current
use (i.e., office space for SHRA alongside elderly residential units), high estimated rehabilitation
costs, high vacancy levels achieved through attrition, and market proximity.

SHRA may commission a “highest and best use” analysis to determine if the building or site
would be most economically developed as office space or residential. Assuming market viability,
either option is reasonable as the development both sits next to an existing tax-credit residential
development, but also is part of a neighborhood with a mix of office, retail, residential, and
institutional uses. In the case of non-residential development, and given that the building
physical state has required that SHRA engineer a relatively high level of vacancies through
attrition, the building could be disposed of for office or retail purposes. Such a treatment would
require the permanent relocation of existing residents, the expense of which might be by
relocating existing tenants to suitable replacement units within SHRA’s existing portfolio.

As a stand-alone residential development, SHRA must address the difficulty of obtaining
sufficient sources to cover high rehabilitation costs (that reflect the age and extensive
deterioration of the building’s major systems). A likely financial structure would involve low-
income housing tax credits. However, the efficiency of the credits is limited by the combination
of high rehabilitation costs and the threshold basis limits imposed by the California Tax Credit
Alocation Committee (CTCAC). Preliminary estimates of rehabilitation costs provided by
SHRA already exceed the threshold basis limits. As a result, no benefit can currently be gained by
attributing value to the building that is then purchased by the partnership (through seller take-
back financing), which means that additional tax credits could not be generated from the
acquisition price of the building. SHRA could strategically address this limitation in two ways:

1. Combine the redevelopment of Riverview and one or more additional developments
within a single tax credit partnership where the other developments have low
acquisition value (or, at least, where there may not be a significant advantage or need
to attribute significant value to the buildings), a significant number of units in order
to raise the aggregate threshold basis limit, and do not require significant
rehabilitation.

2. Lobby CTCAC to allow, for public housing redevelopment activities, an exception to
the threshold basis limits with respect to acquisition basis.

It may be difficult to identify Elderly High Rise developments that meet the criteria of the first
option given the expected value and rehabilitation costs associated with those developments. The
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second option should prove a reagsonable option, but would require a coordinated lobbying effort
on the part of SHRA and other PHAS to effect the change.

The Appendix provides detailed descriptions of several financing tools and strategies with
applicability to the redevelopment of the Action Developments, including the following:

+  Low Income Housing Tax Credits (“4%” or *“9%"), generated on “eligible basis” costs
(including building acquisition costs) attributable to qualified, affordable units;

+  Tax-exempt bonds, issued in a sufficient amount (i.e., 50% of “aggregate land and
building basis”) to obtain the 4% tax credits cutside of credit allocation caps;

«  Capital funds or capital fund bonds, to pay for a portion of development costs attributable
to public housing units;

» State, local, and redevelopment funding, including the Multifamily Housing Program
(MHP), HOME, CDBG, etc.; and

«  Hope VI grants, which are extremely competitive but could provide significant
development funding,

In addition to the financing tools described above, SHRA could also employ:

«  Rent subsidies, such as project-based Section 8, that allow for rental income in excess of
tax-credit rents on fax credit units for specific periods of time. The additional income can
be used o achieve breakeven operations for otherwise infeasible developments, and/or
support higher long-term debt.

+  Disposition to SHRA controlled entities, non-profit organizations, or independent third
parties.

«  Additional fnding, competitively awarded, to offset predevelopment and other soft
cosls.

b. Strategy for Small Properties and Scattered Sites

Asset repositioning may also be warranted at several of SHRA’s small properties and scattered
sites, based on the property groupings described in Scction 4.

Small Properties (8 to 50 units)

The Action Developmenits identified above were selected as the first priority for SHRA both
because they fall into multiple intervention themes, and because intervention at these properties
would have the greatest impact to the SHRA portfolio since the properties represent more than
1,500 public housing units in total. Of the estimated 58 SHRA properties with between 8 and 50
units, 14 were identified in one or more of the property groupings described in Section 4.
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We recommend that SHRA closely monitor its small propertics over the next year, with
particularly attention to those developments identified in Section 4. As additional data become
available, we can provide more focused recommendations tailored to the specific challenges
facing each property. In the case of properties identified under just one theme, for example, a
simpler intervention may be sufficient to improve the feasibility of that property. The Sunset
property, for example, is identified under the “High Capital Needs” theme only. The best
approach for this property may be to move forward with the required improvements because the
property appears {o be performing well otherwise. On the other hand, it may be best to dispose of
an isolated property that is difficult to manage because it drains valuable staff resources the rest
of the SHRA portfolio.

Scattered Site Properties (1 to 7 units)

SHRA owns an estimated 300 public housing scattered site properties with fewer than 8 units that
were not specifically addressed in this Study. As noted in the discussion of small properties
above, scattered site properties can be particularly difficult to manage because they are spread out
geographically, making them less efficient to manage and requiring a disproportionate share of
limited staff resources. However, there are several approaches that SHRA can employ to
concentrate its assets in a way that limits inefficiencies, as described further below.

Property Inventory. SHRA may conduct an inventory of its scattered site properties to identify
properties that 1) are located outside of a reasonable radius from other propertics in the portfolio,
or 2) require significant physical improvements. SHRA may decide to retain only those
properties that can be efficiently managed and maintained.

Disposition of Units. SHRA may elect to dispose of scattered site public housing units that can’t
be efficiently managed. For instance, SHIRA already has an active program for selling single-
family homes to its residents utilizing HUD’s Section 32 and Section 5(h) homeownership
programs. Alternately, SHRA could sell the properties at market values, and use the sales
proceeds to fund replacement units as part of mixed-finance developments elsewhere in the City
and County,

Tax Credit Development. Another option available to SHRA is to assemble a number of
scaltered site properties requiring moderate levels of rehab for inchision in a single tax credit
development. As described further in the Appendix, SHRA could combine acquisition credits
with 4% tax credits to finance 50-75% of total improvement costs.

6. Authority-Wide Implications of Asset Repositioning

As SHRA reviews its portfolio and considets initiating asset repositioning strategies, a number of
policy and budgeting issues will likely arise. The following section provides an overview of
some of the key implications asset repositioning may have for SHRA.
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a. Replacement Housing Policy

Current federal policy does not require nor fund one-for-one replacement of units lost due to
demolition, disposition and/or revitalization. But providing for the replacement of public housing
units is identified as one of SHRA’s guiding principles, due in part to current and projected
demand for affordable housing in the Sacramento region. To accomplish one-for-one
replacement, SHRA must take advantage of HUD rules that allow both mixed-finance
development (the ability to use private and/or public sources of funds for the purpose of
developing public housing that may be owned by an entity other than SHRA) and mixed-income
development (the inclusion of public housing units and non-public housing units, such as LIHTC,
market rate and homeownership units) in the same development.

SHRA has established a preference for developing housing units over reliance on Section 8
assistance. However, the public housing program provides few capital resources for
redevelopment and operating subsidy is designed at best to break even. These factors make it
difficuit for PHAs to commiit to large rebuilding programs that achieve one-for-one replacement
of “hard” public housing units without additional resources. As activities such as Mandatory
Conversion (to Section 8 vouchers), resident relocation and need for leveraged financing rise to
the forefront for each Action Development, the goal will be to provide replacement housing that
maximizes choice and serves the demographic and services needs of public housing residents.
This will be a multi-year effort requiring patience, trust, additional resources and partnerships.

b. Development Model

In today’s political and economic environment, housing advocates must consider new
entreprencurial strategies for delivering and increasing the amount of affordable housing. Unlike
the old days of developing public housing, PHAs are now allowed by HUD to enter into
partnerships with third parties to provide for the mixed-finance development of public housing
units. As a result, PHAs now have many options in the development and ownership of public
housing.

+  For-Profit or Non-Profit Developer. PHA procures third party developer who is
responsible for all development activities including financing, design, construction, lease-
up and operations. The developer typically owns the improvements (housing units) and
may lease the land from the PHA. The PHA has the least responsibility and exposure to
risk in this model.

+  TFee-Based Developer. Same as For-Profit or Non-Profit Developer during development.
After stabilized occupancy, ownership of the improvements and on-going operations
responsibilities is transferred to the PHA.

*  PHA Partners with Third Party Developer. PHA procures third party developer who
is responsible for working with the PHA to help build its capacity on all development
activities including financing, design, construction, lease-up and operations. In essence,
the developer is the teacher and the PHA is the student. This requires mutual
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understanding of roles and a positive working relationship between the parties.
Ownership can be a combination of the two entities.

+ PHA as Developer. PHA or its affiliate serves as developer responsible for all
development activities including financing, design, construction, lease-up and operations.
The PHA owns the improvements and typically the land. The PHA has the most
responsibility and exposure to risk in this model.

We recommend that SHRA enter the development arena slowly and methodically. The long-term
goal is to develop in-house capacity to self-develop. But in the shorter term, SHRA may want to
partiier with a third party developer, either non-profit or for-profit, to learn from while
revitalizing its properties. PHAs such as Tacoma, WA, Phoenix, AZ, and Beaumont, TX are
approaching mixed-finance development in this way with the expectation that they will gradually
take on more responsibility and risk from the developer in later phases of development, and as a
result will earn larger fees and exert more control over the development process.

¢. Resident Involvement and Relocation

Because cach of the Action Developments is currently occupied, it is critically important to
provide residents with assurances that they will continue to be housed and that there is no
immediate need to move. A key component of any process seeking to address the revitalization
of distressed propetty is resident involvement. During the revitalization planning process,
residents should be asked about their preference for future housing ~ whether they wish to return
to the site after redevelopment, move to other public housing, purchase a home under one of the
programs offered by SHRA, or take a Section & voucher and move to the private sector.
Regardless of their choice, public housing residents are protected under the federal Uniform
Relocation Act (URA) when an agency such as SHRA takes any action that requires the
household to be displaced. The URA requires SHRA to provide comparable housing for the
household and also addresses relocation costs and rehousing payments.

In addition, without access to additional vouchers, which are currently difficult to obtain from
HUD unless under Mandatory Conversion or HOPE VI, any large-scale relocation effort will
have a fremendous impact on PHA operations. For instance, SHRA may need to stop issuing
Section 8 vouchers to houscholds on its waiting list to create a stockpile of vouchers that can be
used for relocation purposes. Or, SHRA may elect to stop leasing public housing units as they
come available so that these units can be used as a relocation resource. This will limit the number
of new households that SHRA can house as it addresses vacating properties for revitalization

purposes.
d. Staff Resources and Capacity (dedicated staff)

For some PHAs, mixed-finance development is a unique, one-time undertaking that threatens to
divert staff resources from other urgent priorities. In other instances, the PHA may view the
mixed-finance transaction as an opportunity {o build in-house capacity for an expanded
development and management role at other properties. For SHRA, the goal should be to build
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capacity over time to self-develop, or at least to minitmize reliance on third party developers. This
will require staff at a senior level within SHRA since the removal and redevelopment of an asset
will have dramatic impacts on the entire agency. As units come off-line, there is a reduced need
for management and maintenance personnel. Contracting with a third party developer will

require assistance from the procurement staff and legal counsel. Finance staff will need to help
track SHRA’s funding commitments during predevelopment and construction, and someone will
be necded to work with the community and press. Decisions about management (whether third
party or provided by SHRA) will also need to be made. This level of activity requires staff
members that can access all departments of SHRA and obtain resources to get the work done.

Many PHASs that head down this path create a Development Department with a Director who
reports directly to the Housing Authority Director. Since the department is “deal” oriented,
staffing levels can go up and down depending on the number of revitalization efforts under way.
We recommend that SHRA consider creating a Development Department and hire a Director with
development experience. This position requires a set of skills not typically found among PHA
staff, so the desired individual may come from either the private or public sector. In addition, at
least one Project Manager should be hired initially to help the Director address the next steps for
the Action Developments identified in this Study.

e. Funding for Predevelopment Costs

The predevelopment period of any development activity can take from 12 — 18 months or even
longer. During this time, many tasks have to be completed, including meeting with the residents,
establishing a planning process, developing a project concept and schedule, procuring a developer
and any advisors, negotiating contracts, preparing a relocation plan, obtaining financing,
designing the project, preparing an environmental remediation and demotlition plan, obtaining
permits, finalizing construction pricing and general contractor contract, developing the
management plan, and documenting the transaction.

Each of these activities requires time and money, most of which falls on the PHA to provide. Itis
not unusual for a PHA to expend $1 million or more during predevelopment for a major
revitalization effort (some or all of which may be reimbursable expenses attributable to the
eventual project). Therefore, SHRA should consider establishing a fund (grant or loan) to cover
Development Department staffing costs for a period of two years as well as predevelopment
funding sized against the number of revitalization projects it anticipates undertaking in the next
two years. SHRA should also pursue predevelopment loans and grants available through other
sources.

7. Next Steps

The authority-wide implications of asset repositioning described in the previous section suggest a
number of issues that SHRA will want to consider as it moves forward with its asset
repositioning.
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a. Prioritize Action Developments

The Action Developments identified in Section 4 warrant short-term intervention because they
exhibit several characteristics that need to be addressed, and because they represent a significant
portion of the larger SHRA portfolio. Among the Action Developments, however, some may
require attention sooner than others. SHRA should prioritize the Action Developments in light of
1) the relative urgency of challenges facing each development, 2) internal considerations such as
funding availability and staff capacity, and 3} external forces such as development activity neatby
and market considerations.

b. Inifiate Review of Small Properties

As described earlier in this report, SHRA owns an estimated 300 units in small properties
throughout the City and County. These properties represent nearly 10% of SHRA’s total public
housing portfolio and should be an earfy component of SHRA’s repositioning strategy. SHRA
should inventory these properties to determine those best suited for asset repositioning, as
described in Section 5. Additionally, SHRA should evaluate its scattered-sitc properties and
other assets, such as vacant land,

¢. Prepare Detailed Financial Strategy for Action Developments

SHRA should identify two or three development scenarios that may be appropriate for each of the
Action Developments, and cause the preparation of a financial analysis of each scenario. Input
from SHRA and the findings of any refinements to these scenarios would then be used in
preparation of a detailed financial analysis reflecting the recommended strategy for each Action
Development.

d. Build Capacity to Finance and Manage Multiple Projects Simultaneously

As described in Section 6, we recommend that SHRA allocate knowledgeable, experienced staff
(and resources) to undertake the recommended repositioning strategies. Such allocation could
include the creation of a Development Department, with a Director and a Project Manager. Once
created, the new Department will need to assess SHRAs capacity to move forward with several
Action Developments simultaneously in view of financial and staff constraints. SHRA will also
need to understand the entire array of potential funding sources, including internal sources such
as public housing and redevelopment funds as well as external sources that may be available to
fund predevelopment costs.

e. Continued Data Collection to Guide Future Decision-Making

As SHRA moves forward with the Action Developments, SHRA can also progress on the
remaining sites in SHRA’s portfolio by continuing project-specific data gathering. SHRA
already collects much of the data that will assist in future decision-making. For example,
operating expenses, tenant-paid rent, and occupancy figures at cach property have been tracked
since November 2006. Although it is difficult to draw strong conclusions from a single year or
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even two years of property data, this information can help confirm observed trends and refine
conclusions as appropriate for each property.

f. Secure Legal Counsel

Embarking on a development program like the one contemplated by SHRA will require input
from real estate and transaction attorneys familiar with HUD processes related to the
repositioning of public housing assets. PHA’s require a variety of competent legal counsel —
HUD counsel, bond counsel, real estate counsel — to successfully address the complex legal and
regulatory issues as they attempt to effect repositioning. We recommend that SHRA begin the
process of securing, especially, a HUD counsel expert in the HUD rules, especially as they relate
to mixed-finance development. To the extent that expertise the necessary areas are not provided
by in-house counsel, the SHRA will have to secure the services of third-parties..
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Appendix

This appendix presents an overview of commonly used funding sources for development and
rehabilitation of affordable multifamily housing in California, extuding those administered by
SHRA such as CDBG funds and tax increment. These include:

Low-Income Housing Tax Credits

Tax-Exempt Multifamily Housing Bonds

Capital Fund Financing Program

California Multifamily Housing Program

California Housing Finance Agency

California Community Reinvestment Corporation
HOPE VI Funds

Federal Home Loan Bank Affordable Housing Program
Fannie Mae

10 Federal Housing Administration 221(d)(3) and (d)(4)
11. Federal Housing Administration 223(f)

O

1. Low-Income Housing Tax Credits

The Low-Income Housing Tax Credit (LIHTC) program is a federal program that provides tax
credits to subsidize acquisition, rchabilitation, and construction of affordable rental housing. The
credits provide dollar-for-doliar reductions in federal tax liabilities over a ten-year period, subject
to federal and state compliance requirements. To monetize the credits, developers typically enter
into partnerships with investors to jointly own affordable housing properties. The investors
provide upfront cash to the partnership in exchange for the tax credits and other benefits.

a. Ilustrative Examples

There are three types of LIHTCs — “9% credits,” “4% credits,” and “4% acquisition credits.”
Examples of each type of credits are provided below:

»  The Houston Housing Authority (HHA) used 9% credits as its primary funding source to
finance construction of 250 new public housing units as part of its Oxford Place
development. The 9% credits generated $12.1 million in equity, or nearly 60% of the $21
million in demolition, relocation, construction, and other development costs. The balance
of funds was provided through a capital fund foan (see description of HUD’s Capital
Fund Financing Program under item 3 below) and deferred developer fee. Because HHA
served as developer of Oxford Place, it earned about $750,000 in fees that could be used
to address future affordable housing needs.

» The Housing Authority of the County of Monterey (HACM) is using 4% credits to
develop 73 farm worker housing units in the City of Soledad, CA. The tax credits will
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generate roughly $7 million in equity, or more than 35% of the $19.3 million in estimated
acquisition, relocation, construction, and other development costs, Other funding sources
will include a USDA loan of $4.2 million, a HOME loan of $3.8 million, $3 million in
debt secured with rental income from tax credit rents and USDA operating subsidy,
$£500,000 in funds from the redevelopment agency, $470,000 in deferred developer fee,
and $300,000 in other sources. HACM is developing the Benito Farm Labor Center, and
will earn over $750,000 in net fees.

*  The King County Housing Authority (KCHA) in Washington State used 4% acquisition
credits to help finance roughly $38 million in net project costs at eight existing
elderly/disabled public housing developments. XCHA generated about $25 million in tax
credit equity for this transaction, including roughly $11.5 million from the acquisition
value of the eight developments and $13.5 million from eligible rehab costs. The 325
million in tax credit equity was combined with about $12.6 million in KCHA funds
(including $9.2 million that was obtained through HUD’s Capital Fund Financing
Program) and $300,000 in other funds. As developer for this transaction, KCHA will carn
over $7 million in fees that can be used to repay a portion of its funding commitment,
The rehabilitation work, which is being performed without displacing residents, is
currently underway and the first buildings are scheduled for completion by the end of
2007.

California also offers state tax credits that are coupled with the federal credits as a supplemental
funding resource. Investors receive the state credits over a four-year period in contrast to the ten-
year period for federal credits.

b. Project Eligibility Requirements

Tax credits are only available for units that are both income- and rent-restricted to houscholds
earning up to 60% of area median income (AMI). In many cases developers will need to restrict
units to even lower AMI levels to compete successfully for the more-vatuable 9% credit
allocations.

Three types of affordabie housing development activity are eligible for tax credits: 1) new
construction or substantial rehabilitation without federal subsidies (9% credits); 2) new
construction or substantial rehabilitation with federal subsidies (4% credits); and 3) acquisition of
an existing building that will be substantially rehabilitated (4% acquisition credits),

As implied in the descriptions in the preceding paragraph, federal subsidies affect eligibility.
When other federal subsidies are involved, a project is generally only eligible for 4% credits
rather than 9% credits. There are sometimes ways to structure other federal subsidies to avoid
these restrictions.

Using private activity bond proceeds on qualified project costs can often trigger 4% credit
eligibility. Ordinarily, only the bond-funded costs would be eligible for tax credits. But undera
special provision, 100% of the qualified costs are eligible for tax credits if the bonds fund more
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than 50% of the aggregate basis of the building and land, This is often referred to as the “50%
test.”

To be eligible for 4% acquisition credits, three important tests must be met. First, at least ten
years must pass between when the prior owner placed the building in service and when the new
owner acquires the building. This is often referred to as the “10 year rule.” Second, at least ten
vears must pass between any “substantial improvement” of the building and when the new owner
acquires the building. For this purpose, “substantial improvement” is defined as that within a 24-
month period equal to at least 25% of the adjusted basis of the building before improvement,
subject to certain depreciation elections. Third, the new owner must “substantially rehabilitate”
the building, which is defined as spending the greater of $3,000 per low income unit or 10% of
the depreciable basis of the building on rehabilitation expenditures (which costs can be funded, in
whole or part, by 4% tax credit equity).

California’s state tax credits have very similar eligibility requirements to 9% federal credits, and
in very limited cases can also be used for acquisition costs,

¢. Subsidy Amounts and Types

The original Congressional intent was for the present value of the stream of tax credits over their
ten-year lifespan to equal either 30% (4% credits) or 70% (%% credits) of most costs of
developing the affordable housing units. The value of the credits is determined by negotiations
between the developer and tax credit investor to determine pricing for the credits, which depends
on the value of the credits to the investor, the value of other tax benefits from the investment such
as losses from depreciation, and many other factors.

Eligible development activity within a HUD-designated Difficult Development Area (DDA) or
Qualified Census Tract (QCT) enjoys a 30% “basis boost” provision. This effectively increases
the amount of tax credits a project can receive. Basis boost is not available for acquisition costs
or in certain cases where HOME funds are involved.

California’s state credits are designed to equal 13% of the project’s eligible basis for 4%
transactions and 30% of the project’s eligible basis for 9% transactions.

d. Availability

The California Tax Credit Allocation Committee {TCAC) allocates LIHTCs. The California Debt
Limit AHocation Committee (CDLAC) allocates private activity bond volume cap that triggers
eligibility for 4% credits.

9% Credits

TCAC expects to aflocate approximately $74 million of annual 9% credits in 2007. No more than
$2 million will be allocated to any one project in a particular funding round (or $2.5 million if a
waiver is received), and no more than 15% of the total available credits will be allocated fo a
single development entity.
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Four percent credit availability is generally unlimited. Note however that private activity bond
allocation that triggers 4% credit eligibility is limited. In 2007 the state has targeted
approximately $1.7 billion of its $3.1 billion of total cap to multifamily housing, as described
more fully in the next section on multifamily bonds.

State Credits
In 2007 California expects to allocate $80 million of state tax credits.

e. Allocation/Application Process

Allocations of 9% credits are determined based on a highly competitive application process with
multiple scoring criteria. 92 applications were submitted in the first funding round of 2007, with
credit requests totaling $103 million, or 2.8 times the $37 million available. Thirty-one
applications received reservations.

TCAC typically allocates 9% credits in a two annual funding rounds. In 2007 application
deadlines were schedule for March and July, with awards in June and September, respectively.
For 4% credits, applicants need to apply for both private activity bond volume cap and the credits
themselves, In 2007 CDLAC has an “open window” application process, with allocation
decisions scheduled for cach of CDLAC’s five different meetings throughout the year.
Developers typically submit the tax credit application to CTAC shortly after the submittal to
CDLAC.

California prioritizes state tax credit allocations to projects not located in a Difficult to Develop
Area or Qualified Census Tract and those using HOME funds to finance eligible costs. California
allocates 85% of its state credits to 9% transactions with the remaining 15% reserved for 4%
transactions.

[ Additional Information

Tor additional information, see the TCAC wcebsite at www.freasurer.ca.gov/cteac/ and the
CLDAC website at www.treasurer.ca.gov/cdlac/.

2. Tax-Exempt Multifamily Housing Bonds

Tax-exempt multifamily housing bonds provide financing at below market interest rates for the
development of rental housing, a portion of which is affordable to very low- or low-income
households. Bonds are sold for a specific project for which the developer has site control; they
cannot be sold and “banked” until a project comes along.

Bonds do not substitute for deep subsidies, nor do they work for group homes, SROs and
homeless shelters since projects must have net operating income and evidence of the ability to
repay debt. Bonds do not provide credit that a project cannot otherwise obtain.
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One reason for using bond financing, however, is that it can bring additional resources to the
project from 4% tax credits (9% credits are not permitted with tax-exempt financing). In fact,
both of the 4% tax credit cxamples provided under Item 1 above included tax-exempt multifamily
housing bonds. Projects in which at least 50% of the aggregate tax credit basis (eligible
development costs) is financed by tax-exempt bonds are eligible to receive 4% tax credits. Unlike
9% credits, the 4% credils are allocated by TCAC without a competitive process, making the
combination of bond financing and 4% credits an attractive alternative to 9% credits for many
projeets.

The tax code regulates the issuance of bonds on the federal level. Individual states also have laws
that authorize cities, counties, housing authorities, and redevelopment agencies to issue bonds. A
bond issue must meet both the federal and state requirements.

There are three basic types of financings: (1) Private activity bonds, where the project is owned
by a partnership or other profit motivated sponsor; (2) 501(c)(3) bonds, where the project is
owned solely by a nonprofit corporation which has received a 501{c)(3) determination letter from
the TRS; and (3) Essential function bonds, where the project is owned by a public body such as a
housing authorify or redevelopment agency.,

All three types of bonds can be sold either through a public sale process (through underwriters
who resell the bonds to institutions and, rarely, individuals) or through a private placement with a
single large investor (bank, Fannie Mae, or other investor). The primary advantage of private
placements is that issuance costs are usually lower, making bond issuance feasible for smaller
projects.

a. Project Eligibility Requirements

Bond proceeds can be used for both construction and permanent, or just permanent, financing.
They may also be used to purchase and rehabilitate an existing rental property. In addition, no
more than two percent of the bond proceeds may be used to pay the costs of issuance, including
underwriters, attorneys fees, rating agency fees, issuer fees, and credit enhancement fees.

Targeted Groups—TEssential function bonds do not carry any affordability restrictions. In
California, state law applies the same affordability requirements to 501(c)(3) bonds as if does to
private activity bonds. These are:

= At least 20 percent of the units must be rented to households eatning no more than 50
percent of the area median income, adjusted for household size, or 40 percent rented to
households at 60 percent of the area median income. Income eligibility must be
recertified annually and if a tenant is no longer eligible, the next available unit must be
rented to an income-¢ligible household;

» Rents are caleulated at 30 percent of 50 percent (or 60 percent if applicable) of the arca
median income, assuming certain household size in a unit and not subtracting out a utility
allowance; and
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= Affordability requirements are contained in a regulatory agreement that is recorded
against the property and remains in place for 15 years or as long as bonds are
outstanding, whichever is longer. The requirements are lifted in the event of foreclosure
and the redemption of the bonds.

Other rules for private activity bonds include the following:

=  Dwelling units must have complete bathing and cooking facilities; and

* Ifbonds are used for purchase of an existing building, 15 percent of the bond amount not
used for land acquisition or costs of issuance must be used for rehabilitation of the units.

If private activity or 501(c)}(3) bonds are used for building purchase, all affordable units must be
in place at the time of bond closing; there is no phase-in period.

New 501(c)}(3) organizations whose mission is affordable housing must mest the safe harbor
guidelines established by the IRS. The most rigorous of these is that at least 75 percent of the
units must be rented to households earning no more than 80 percent of area median income and
20 percent are rented to 50 percent of median income households.

b. Availability

In California, the California Debt Limit Allocation Committee (CDLAC) is charged with
allocating bond authority. CDLAC has developed a procedures manual and application process
to award bond volume, I the bonds are to be credit enhanced, evidence of a credit enhancement
commitment must be submitted with, or soon after, the application. In addition, a refundable
deposit equal to one-half percent of the bond authority requested must be posted. This deposit
may be forfeited if an allocation is granted, and bonds are never sold. To discourage projects that
are really not ready to proceed, CDLAC requires that once an allocation is granted bonds be sold
and the bond issue closed within 90 days. Therefore, it is important that the issuer and developer
have their primary transaction terms agreed upon and the credit enhancer has underwritten and
sized the bond loan before a CDLAC allocation is requested.

The tax code imposes an annual private activity bond volume ceiling for cach state (501[c[3]
bonds are not subject to the volume ceiling). In California, this volume ceiling is divided among
single family, multifamily, student foan, industrial development, and exempt facilities bonds, In
2007, of the total state volume ceiling of approximately $3.1 billion, $1.7 billion or 56% was set
aside for multifamily private activity bonds.

The demand for private activity bond authority has varied over time, depending on the overall
level of interest rates and other factors.

In 2007 CDLAC has an “open window” application process, with allocation decisions scheduled
for five different meetings throughout the year,
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c. Additional Information

See the following website for more information on multifamily private activity bonds:
www.treasurer.ca.govicdlac

3. Capital Fund Financing Program

HUD’s Capital Fund Financing Program (CFFP) permits PHAs fo pledge a portion of future
capital funds (including Capitat Fund Program and Replacement Housing Factor funds) to secure
conventional debt for improvements to, or new construction of, public housing units. Generally,
a PHA may pledge no more than one-third of its projected capital funds over a maximum term of
20 years to secure debt under the CFFP program.

a. lllustrative Examples

Several housing authorities have used the CFFP program to develop new or rehabilitated public
housing units:

»  The Seattle Housing Authority (SHA) is using the CFFP program to help finance
improvements to nearly half of its public housing portfolio. This broad effort is being
completed in three phases, and SHA has already closed the financing on the first two of
these phases representing 1,394 units and roughly $55 million in rehab and related costs.
In the first two phases, SHA leveraged $28 million in capital fund bonds with more than
$25 million in tax credit equity generated from both the rehab costs and the acquisition
value of the sites, and $2 million in interest earnings and other sources.

=  The Housing Authority of New Orleans (HANO) used the CFFP program to develop 353
new affordable housing units at three of its large public housing sites. These three sites
had failed the HUD test for viability and faced mandatory demolition and conversion to
Section 8 Housing Choice Vouchers. The CFEP program allowed HANO to secure
$49.25 million in tax-exempt private activity bonds, which was further leveraged with
approximately $21 million in 4% tax credit equity and more than $20 million in other
funding sources, including the Federal Home Loan Bank’s Affordable Housing Program
(AHP) described under Ttem & below. Two of the three sites have been completed and
are nearly occupied; the third was irreparably damaged by Hurricane Katrina and will not
be completed,

b. Project Eligibility Requirements

All PHASs are eligible to participate in the CFFP program subject to the application process
described below. Smaller PHASs typically participate in pooled {ransactions with other small and
medium sized PHAs to minimize the financing costs that each PHA must absorb. SHRA’s
current eapital fund allocation of +/- $5 million is large enough to support a CFFP transaction on
its own, and could potentially generate between $15 and $20 million in funding.
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Because capital funds are used to secure the CFFP debt, the proceeds of the financing are
considered capital funds and must be expended according to applicable HUD requirements. For
example, these funds can only be expended on public housing units subject to HUD Total
Development Cost {TDC) and Housing Construction Cost (HCC) limits. Projects that incorporate
CFFP funds must also meet HUD safe harbor requirements related to developer fees, contractor
overhead and profit, property management fees, efc.

¢. Application Process

CFFP applications are typically reviewed within 180 days, and must include the following: 1)a
cover letter from the PHA; 2) a CFFP term sheet; 3) a debt service schedule; 4) a portfolio
schedule showing anticipated changes to the number and nature of public housing units; 5)
excerpts from the PHA Plan; 6) a Board Resolution authorizing the CFFP transaction; 7) a
sources and uses schedule showing costs of issuance, etc., 8) a schedule of the effective cost of
financing; 9) a fairness opinion from an independent financial advisor; 10} a management
assessment from an independent third party; L1) a contact list for all participating parties; 12) all
bond or loan docuinents; 13) a draft PHA counsel’s opinion; 14) declarations of trust; 15) a
depository agreement for all accounts into which CFFP proceeds will be deposited; and 16) a
physical nceds assessment (PNA) for the entire portiolio.

d. Additional Information

For additional information, visit www.hud.govioffices/pib/programs/ph/capfund/cffp.cfim or
contract Kevin Gallagher (Kevin J. Gallagher@hud.gov) at HUD’s CFFP office.

4. California Multifamily Housing Program

The Mulifamily Housing Program (MHP) of the California Department of Housing and
Community Development has become a major source of funding for low-income multifamily
development in California. When an MHP loan is combined with 4% tax credits, the total
subsidy can approach that delivered by 9% credits. MHP funds can be used for new construction,
preservation and acquisition/rehabilitation of multifamily housing. Within MHP, funds are set
aside for supporiive housing and for student housing.

a. Hlustrative Example

The MHP program helped the Housing Authority of the City of Los Angeles (HACLA) and its
developer partners (Mercy Housing and the Los Angeles Community Design Center) finance
$41.5 million in development costs associated with the construction of 116 new affordable
townhome units at Phase Il of HACLA’s New Dana Strand site. In addition to an $8.5 million
MIP loan, other major funding sources included $20.6 million in 4% tax credit equity, HACLA
loans totaling $7.2 million, $2.1 million in HOME funds, an $850,000 AHP grant, $770,000 in
funding from the City of Los Angeles Housing Department, and roughty $220,000 in deferred
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developer fee. CalHFA, described further under Ttem 5 below, also provided permanent loans
totaling $2.5 mitlion and $27 million in below-market construction financing.

b. Project Eligibility Requirements

MHP will fund new construction, rehabilitation, or acquisition and rehabilitation of permanent or
transitional rental housing, and the conversion of nonresidential structures to rental housing.
Eligible costs include the cost of child care, after-school care and social service facilities
integrally linked to the assisted housing units; real property acquisition; refinancing to retain
affordable rents; necessary onsite and offsite improvements; reasonable fees and consulting costs;
and capitalized reserves.

Projects are not eligible if construction has commenced as of the application date, or if they are
receiving 9% federal low income housing tax credits. MHP will not finance construction costs;
funds will be provided for post-construction permanent financing only.

Targeted Groups—Housing developed with MHP funds must be rented to households with
incomes not greater than 60% of median income. However, the scoring system for awards and
the loan amount policies strongly encourage serving residents at lower income levels, down fo
25% of median income.

c. Subsidy Amounts and Types

MHP subsidies are structured as a 55-year loan bearing simple interest at a 3% interest rate. For
the first 30 years of the loan, annual interest payments are required in the amount of .42% of the
outstanding principal balance of the loan. Additional payments must be made with a portion of
any surplus cash flow. MHP funds are provided as permanent financing only.

The maximum loan per project is $10 million. Loan size is also limited based on a sliding scale
of loan limits per unit, where the limits are set based on unit size, county, and affordability level.

d. Availability

HCD allocates MHP funds through a NOFA process, issuing separate NOFAs for the general
program, suppottive housing and homeless youth components. The general program typically has
two allocation rounds per year, with applications due in March and October. In 2007, the first
general funding round offered $7¢ million in loans.

e. Additional Information

For more information see www.hed.ca.gov/ca/inhp/
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5. California Housing Finance Agency

The California Housing Finance Agency (CalHIFA) provides below market interest rate financing
for the development or acquisition/rehabilitation of affordable multifamily rental housing.
CalTTFA raises its funds for mortgage financing in the capital matkets through the sale of tax-
exempt revenue bonds. Rental housing developments are financed with direct capital to eligible
developers (nonprofit, for-profit and public agencies).

CalHFA also offers unsecured lines of credit to local governmental entities for affordable housing
development. This program, HELP (Housing Enabled by Local Partnerships}, can be very useful
as predevelopment funding and in bridging temporary financing gaps. It is structured as a 10-
year loan to the public agency, with a 3.5% interest rate.

a. Hlustrative Example

The Qakland Housing Authority (OHA), working with its developer partner BRIDGE
Housing, used CalHFA financing for Mandela Gateway, a 168 unit affordable housing
development. Development costs for Mandela Gateway totaled $51.5 million, and CalHFA
provided a total of $4.8 million in below market permanent financing. Other sources
inciuded roughly $30 million in 9% tax credit equity, $10 million in HOPE VI
Revitalization grant funds, $2.3 miliion in OHA funds, $2.5 million in Oakland
Redevelopment Agency funds, $1 million in HOME funds, and a $1 miflion AHP grant
provided through the Federal Home Loan Bank.

b. Typical Underwriting Standards

The maximum loan amount is the lesser of 90 percent of the approved total development cost or
80 percent of the economic value. The interest rate and loan fee vary according to the market at
the time which CalHFA sells bonds. The interest rate commitment occurs at the time of final
CalHFA commitment.

A nonprofit borrower is required to have five percent equity in the project and a for-profit must
have 10 percent, of which five percent must be cash. Required debt service coverage is 1.10.
Loans are fixed rate and amortize over 30-40 years. Prepayment is generally not permitted.

Al loans are secured by a first mortgage; if the property is subject to a ground lease, that lease
must be subordinated to the first mortgage. Subordinate mortgages, payable out of surplus cash
flow, are permitted with CalHFA’s prior approval.

CalHFA requires that a marketing account, rent-up account, operating expense reserve,
replacement reserve, and construction defects agreement be established and administered by
them.

Asset Repositioning Study 7/27/07

Page 37 of 47
64



March 10, 2009

Submissio

CSG I

an ap lication for Public Housing Residential Development Disp SESSS
g RAttachment 5

AH dssnciatesIne.

¢. Project Eligibility Requirements

CalHF A provides both permanent financing and construction financing for multifamily projects.
Targeted Groups—Houscholds with incomes of 50 percent or less of the area median income,
adjusted for houschold size, must occupy at least 20 percent of the units. For loans in excess of

$10 million, additional levels of affordability are required. A regulatory agreement that contains
the affordability restrictions will be recorded against the property.

d. Availability

Interested agencies should contact CalHFA, Applications to CalHFA may be made on an open
window basis. The HELP program has semi-annual funding rounds, typically in February and
August.

e. Additional Information

See www, calhfa.ca gov/multifamily/financing/index.htim for more information.

6. California Community Reinvestment Corporation

The California Comimunity Reinvestment Corp. (CCRC) is a nonprofit consortium of over 40
California banks that make mortgages for affordable rental housing projects. Every member
participates in each CCRC loan in a share amount approximately equal to the bank’s size in
relation to the aggregate assets of all participating banks. The size of CCRC’s revolving blind
loan pool at this time is about $200 million. Both nonprofit and for profit developers can obtain a
CCRC loan,

a. Hlustrative Example

CCRC financing helped the Housing Authority of the City of Los Angeles ({HACLA), through its
developer partners Mercy Housing and the Los Angeles Community Design Center, finance
construction of 120 new garden units at Phase I of HACLA’s New Dana Strand site. A
permanent loan of $2.4 million from CCRC was combined with $21.1 million in 9% fax credit
equity and $5.6 million in HACLA funds to finance total development costs of $29.1 million.
The 120 family units are completed and occupied.

b. Typical Underwriting Standards

The minimum loan amount is $250,000; total outstanding loans per borrower cammot exceed $15
million,
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Projects are underwritten at a cumulative loan-to-value ratio of up to 90 percent on a restricted
basis. Subordinate notes are not included in the loan-to-value ratio if they are structured as
residual receipt loans with a provision for forgiveness,

Interest rates are based on the rate of U.S. treasury bonds with maturities matched to the number
of years for which the CCRC rate will initially be fixed. There are two basic rate structures:
“30/10-10" where the loan is recast at the prevailing CCRC rate in years 11 and 21 and the
“30/15-15” where the rate is reset in year 16. Loans fully amortize over 25 or 30 years, Either in
years 11 and 21, or just in year 16, a borrower may either prepay or accept a rate adjustment.
Prepayment carries a penalty.

Commitments are made on either an immediate delivery (i.e., loans closing with 45 days of
commitment) or forward basis. Forward commitments are available for up to 24 months, with a
lock-in provision any time up to the 45-day pre-closing period.

¢. Project Eligibility Requirements

CCRC provides first position permanent financing for the development or acquisition of family or
senior rental housing projects of five or more units. SROs and special needs housing can be
considered on a limited basis. Construction loans are available for acquisition/rehabilitation
projects. Predevelopment loans are currently offered through a joint program with LIIF, for up to
$100,000. Refinancing of permanent loans is permitted where the new loan will significantly
enhance affordability. Affordability restrictions from other funding sources must be subordinated
to the CCRC first mortgage. Loans are non-assumable.

Targeted Groups—The number of affordable units must meet one of three fests: (1) Fifty-one
percent of the units are affordable to households earning 80 percent or less of the median income;
(2) Forty percent of the units are affordable to households earning 60 percent or less of the
median income; or (3) Twenty percent of the units are affordable to households earning 50
percent or less of the median income. Rents are calculated at 30 percent of the income
appropriate to the targeted group and must be sufficiently below arca market rents. Affordability
provisions remain in effect for the life of the loan.

d. Availability

Interested agencies should contact the CCRC office in Glendale. Applications are accepted on an
open window basis. CCRC’s loan committee generally meets once per month to grant loan
comtnitments. CCRC can perform a preliminary feasibility analysis to ensure the project is
eligible for CCRC financing.

[f CCRC resources are limited, it gives priority to projects with greater, decper, or longer
affordability; projects in arcas with a shortage of affordable housing or served by CCRC member
banks; and to projects where the sponsors use an affirmative marketing plan or have local
government financial participation.
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e. Additional Information

For more information, see the following website: www.e-cerc.org

7. HOPE VI Revitalization Grants

The HOPE VI program is designed to help PHAs dramatically improve severely distressed public
housing developments by changing their physical shape, establishing positive incentives for
resident self-sufficiency, reducing concentrations of poverty by providing mixed-income
communities, and leveraging resources with other governmental, private, and non-profit sources.

a. Ilustrative Examples

Several housing authorities have been successtul in securing HOPE VI Revitalization grants,
including the Tacoma Housing Authority (THA) and the Dallas Housing Authority (DHA).

*  THA received a $35 million HOPE VI Revitalization grant in 2000 to redevelop the
Salishan public housing site, and has successfully completed the first three development
phases. Upon completion of all phases, the 188-acre development is expected to include
at least 650 affordable rental units, 224 market rate for-sale homes, and 96 affordable for-
sale homes. The $35 million in HOPE VI funds is being leveraged with roughly $130
million in other funding sources, including about $70 million in 9% tax credit equity, $15
million in THA Capital Funds, $9 million in funds from the Washington State Housing
Trust Fund, $% million in land sales, $6 million in reinvested developer fees, $6 million in
conventional permanent financing, $6 million in CDBG funds, $4 million in AHP funds,
and $5 million in additional funding sources. Salishan won a housing award from the
American Institute of Architects and a neighborhood design award from the Congress for
the New Urbanism.

+ In 2002, DHA received a $20 million HOPE VI Revitalization grant to redevelop its
Frazier Courts public housing community. The master plan for Frazier Courts calls for
demolition of 550 public housing units, and construction ot 234 public housing apartiment
units, 76 public housing townhouses, 53 for-sale single-family homes, and an 18,000
square foot Head Start facility, The Frazier redevelopment will include 5 development
phases, the first of which was completed in early 2007. Total development costs are
estimated at more than $60 million, and funding sources will include 4% and 9% tax
credit equity, home sale proceeds, AHP funds, DHA Capital Funds and Replacement
Housing Factor funds, and several other funding sources.

b. Project Eligibility Requirements

Any PHA that has severely distressed public housing units in its inventory is eligible to apply for
HOPE V1. Program funds can be used to fund capital costs of major rehabilitation, new
construction and other physical improvements, demolition of severely distressed public housing,
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acquisition of sites for off-site construction, and community and supportive service programs for
residents.

¢. Subsidy Amounts and Availability

Total HOPE VI funding has declined dramatically since the program’s inception — from more
than $500 million in Revitalization grant funds in 93/94 to less than $72 million in 2006. The
funding available to individual projects has also declined over this time period from a maximum
of $50 million in 93/94 to no more than $20 million in 2006. Altocation/Application Process

d. Application Process
Of the 26 TIOPE VI Revitalization Grant applications submitted last ycar, funds totaling $71.9
million were awarded to four PHAs across the country. The NOFA for 2007, which will describe

the application process, selection criteria, and timeline for funding awards, has not yet been
issued.

e. Additional Information

For additional information, please see www.hud.gov/hopevi.

8. Federal Home Loan Bank Affordable Housing
Program

The Affordable Housing Program (AHP) is a private subsidy program run by each of the nation’s
twelve regional Federal Home Loan Banks (FHLB). These banks, which are government-
sponsored private corporations, invest at least 10% of their annual net income in the AHP
program to subsidize the development of affordable housing for low- and moderate-income
households.

a. Ilustrative Example

AHP grants typically represent a small proportion of total project costs and are most helptul in
closing or narrowing funding gaps for affordable housing developments. AHP grants were used
by several of the public housing authorities described above to bridge funding gaps for affordable
housing developments in New Orleans, Los Angeles, Qakland, Tacoma, and Dallas.

b. Project Eligibility Requirements

To be eligible for AHP subsidies, projects must involve the purchase, construction, or
rehabilitation of owner-occupied or rental housing (transitional housing and overnight shelter
projects are also eligible). Rental projects must serve houscholds earning 80% of AMI or below,
and 20% or units must be affordable to houscholds earning 50% of AMI or below.
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Homeownership projects must serve houscholds earning 80 percent or less of arca median
income, adjusted for family size.

AHP funds may be used directly for rehabilitation or new construction, or can be used to reduce
mortgage principal, to cover down payment and closing costs, or to lower the interest rate on a
loan.

Applicants must also have some ownership in the property once a project is completed. Sponsors
of homeownership projects are not required to maintain an ownership interest, but must be
integrally involved in the project's development,

¢. Subsidy Amounts and Types

The San Francisco FHLB does not limit the amount of funds that any single developer may
request, though awards in 2006 averaged roughly $7,000 per unit. The maximum subsidy that
can be requested for any one project is $5 million at the San Francisco FHLB in 2007,

While applications to the local FHLB make up the vast majority of AHP awards, projects can also
apply to one of the other eleven FHLBs across the nation if they can find an appropriate sponsor
bank. Each has different policies and funding availability.

d. Availability

The San Francisco FHLB made 132 AHP awards in 2006 with a total subsidy amount of $55
million. Funding amounts vary from year to year depending on the profitability of each FHLB in
the prior year.

e. Application Process

Allocations of AHP are made based on a competitive application process. The San Francisco
FHLB holds two funding rounds each year in April and October. The Bank awarded $34.7
million in Round A of 2007, and these funds will support 4,413 affordable housing units in 80
developments located in Arizona, California, Florida, Illinois, Nevada, and Texas. In 2006, the
Bank awarded a total of more than $55 million. Each FHLB district sets its own application
process, so applications to FHLB districts other than San Francisco will likely differ.

Applicants must partner with a member institution to submit an AHP application, which generally
means that the applicant will obtain construction and/or permanent financing through the member
Bank. The member bank must underwrite the development proposed in the AHP application and
review the project’s schedule to reasonably assure that it will be ready to draw funds within one
year of application approval.
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| Additional Information

For additional information, see the San Francisco FHLB website www.{hibsf.com and/or speak
with an affiliated bank.

9. Fannie Mae

Fannie Mae has created a number of programs to support the development of multifamily
housing. Some of these programs are described below.

» Delegated Underwriting and Servicing (DUS)--DUS is Fannic Mae’s key product line
for the purchase of individual multifamily mortgages on rental properties. Fannie Mae
purchases first-lien mortgages for the acquisition or refinance of existing or recently
completed multifamily properties, or properties needing moderate rehabilitation. Under
DUS, specially approved lenders, operating within guidelines established by Fannie Mae,
are able to underwrite, close, and sell mortgages to Fannie Mae without prior review. In
turn, DUS lenders share in any losses with Fannie Mae should there be a default.

= Tax-Exempt Multifamily Bonds—Fannie Mae also supports the efforts of state and local
bond issuers through the provision of credit enhancement for tax-exempt bonds. Working
through a Fannie Mae-approved lender, credit enhancement can be provided for both
fixed-rate and variable-rate bonds. Fannie Mac’s AAA rating results in a tavorable
interest rate on the bonds at the time of sale.

a. Typical Underwriting Standards

Maximum LTV is:

=  For fixed-rate, tax-exempt bonds, the maximum LTV is generally the greater of 90% of
market value or 80% of adjusted value.

®  For variable-rate, tax-exempt bonds, the maximum LTV is generally the greater of 85%
of market value or 80% of adjusted value.

Minimum DSCR is:

= For fixed-rate, tax-exempt bonds, the minimunt DSCR is generally [.15x.
®  For variable-rate, tax-exempt bonds, the minimum DSCR is generally 1.20x.

The mortgage loan term may be a minimum of 10 years (15 years for Multifamily Affordable
Housing) and a maximum of 30 years. The mortgage and the bonds must have the same maturity
date. There is full amortization on a schedule of up to 30 years. Interest-only is available in
SOme cases.

b. Eligible and Ineligible Activities

Fannie Mae provides credit enhancement for tax-exempt bonds issued to finance the acquisition,
new construction, refinancing, or moderate or substantial rehabilitation of multifamily housing.
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Tax-exempt bonds backed by Fannie Mae credit enhancement carry the same requirements as all
tax-exempt private activity bonds.

¢ Availability

Prospective borrowers must work through a Fannie Mag approved lender to access the Fannie
Mae programs described above. Interested agencies should contact the Fannie Mae office in
Pasadena for a list of such lenders.

d. Additional Information

See the following website for more information on Fanniec Mae multifamily programs:
www. fanniemae.com/multitamily/index jhtml.

10. Federal Housing Administration 221(d)(3) and
(d)4)

Under the Section 221{d){3) and (d){(4) programs, FHA provides mortgage insurance o insure
FHA-approved lenders against loss on rental projects. A HUD field office designated to process
FHA insurance handles the paperwork for the insurance. The loan made by the lender or
mortgagee may either be taxable or use tax-exempt bonds issued by a local or state issuer. The
FHA mortgage is fully amortized over 40 years.

FHA charges an annual mortgage insurance premium equal to one-half percent of the mortgage
amount. In addition, there is an application processing fee, and an inspection fee. Annual
financial statements must be submitted to HUD each year.

a. Hlustrative Example

The City of Phoenix and its developer partner McCormack Baron Salazar used the FHA
221(d)(4) program to help finance 136 new units at the third phase of Matthew Henson Homes, a
2001 HOPE VI Revitalization grant recipient. The FHA-insured loan of $2.9 million was
combined with $19 million in other funding sources, including $11.7 million in 9% tax credit
equity, $6.4 million in HOPE VI funds, and a $900,000 loan from the Phoenix Housing Finance
Corporation.

b. Typical Underwriting Standards

There are three types of limits on the maximum [oan amount: A percentage of the replacement
cost, the amount obtained using the debt coverage ratio and the statutory limit which varies
according to the size of the unit, type of structure, and location of the project.

Asset Repositioning Study 7/27/07

Page 44 of 47
71



March 10, 2009

Submission 05 an application for Public Housing Residential Development Disp G
(5 BAttachment 5

CSG | AOVISOrSs

Mt Asochter foe

Using the replacement cost limit, the maximum amount of the loan is equal to 90 percent of the
replacement cost for all users of the 221(d)(4) program. For-profit borrowers using the 22 E{d}(3)
program are limited to mortgages equal to 90 percent of the estimated replacement cost;
nonprofits may obtain loans up to 100 percent of the replacement costs. The debt coverage is
1.11:1.0.

c. Project Eligibility Requirements

Insured mortgages may be used to finance new constritction or rehabilitation of rental housing
containing five or more units,

Targeted Groups—There are no income limits for the tenants. HUD does have restrictions which
control reporting, reserve deposits, imanagement, etc. which will be contained in a regulatory
agreement that is recorded against the property. If tax-exempt bonds are used, the regulatory
agreement required by the tax code is subordinated to the FHA regulatory agreement.

d. Availability

This program is available to borrowers through qualified FHA-approved lenders. Interested
agencies should contact the San Francisco or Los Angeles offices of HUD for a list of such
lenders. There are several steps in the FHA approval process. HUD considers the project’s
financial feasibility, market need, zoning, architectural merits, sponsor capacity, etc. in granting
its approval, HUD will issue its commitment to the FHA lender. The commitment is usually valid
for 60 days, and this timeframe may be extended under specific circumstances, Total processing
time usually takes from nine to 12 months.

e. Additional Information

For more information, see the following website:
www.hud.gov/ioftices/hsg/mth/progdesc/progdesc.cfi.

11. Federal Housing Administration 223(f)

Under the Section 223(f) Program, HUD provides mortgage insurance to insure FHA-approved
lenders against loss on rental projects, just as in the 221(d) programs described carlier. The
difference is that 223(f) is used for refinance, acquisition or moderate rehabilitation of existing
apartiments.

The mortgage term is not less than 10 years, nor more than the lesser of 35 years or 75 percent of
the remaining economic life of the improvements. There is full amortization. FHA charges a
mortgage insurance premium equal to one percent of the mortgage amount for the first year.
Thereafter, the premiwm is equal to one-half percent of the mortgage amount.
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a. 1llustrative Example

The Bremerton Housing Authority (BHA) used an FHA 223(f) insured loan with a GNMA-
backed 35 year bond to help finance the acquisition and rehabilitation of 148 units at Erlands
Point. Because of the longer amortization term and debt service coverage requirement described
further below, BHA was able to secure more debt using the FHA 223(f) program than would be
possible using other competitive loan products.

b. Typical Underwriting Standards

There are three types of limits on the maxinrum loan amount: (1) A percentage of the vatue; (2)
The amount obtained using the debt coverage ratio; and (3) The statutory limit. The statutory
limit varies according to the size of the unit, type of structure, and location of the project.

Using the value limitation, the maximum loan cannot exceed 85 percent of the value determined
by HUD. The debt coverage is 1.17:1.0,

c. Project Eligibility Requirements

Purchase, moderate rehabilitation, and refinancing of projects of five or more units are permitted.
Projects requiring substantial rehabilitation are not eligible. In addition, at least three years must

have elapsed from the later of the date of completion of the project or beginning of occupancy to
the date of application, and the remaining economic life must be long enough to permit at least a
10-year mortgage.

The estimated cost of required repairs may not exceed the greater of 15 percent of the estimated
value after repairs or $6,500 per unit, adjusted by a high cost factor. It may not involve the
replacement of more than one major system.

Targeted Groups—Like the 221(d) programs there are no income limits for the tenants. HUD
does have restrictions which control reporting, reserve deposits, management, etc. which will be
contained in a regulatory agreement that is recorded against the property. If tax-exempt bonds are
used, the regulatory agreement required by the tax code is subordinated to the FHA regulatory
agreement.

d. Availability

This program is available to borrowers through qualified FHA-approved lenders. Interested
agencies should contact the San Francisco or Los Angeles offices of HUD for a list of such
lenders. The formal mortgage insurance application for either conditional or firm commitment is
submitted through an FHA-approved mortgagee. HUD will issue its commitment to the FHA
lender. The length of the commitment is established on a case-by-case basis. Total processing
time usnally takes from six to nine months.
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e. Additional Information

For more information, see the following website:
www.hud.gov/offices/hsg/mflvprogdese/proadese.eim.
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