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Welcome - The Olene Walker Housing Loan Fund (OWHLF) Electronic Board Meeting was held at 1385 South State Street – Room 447 - Salt Lake City, Utah.  The meeting was called to order at 9:00 am, by Mayor Joe Piccolo, -Chair.
NEW BUSINESS
1. Liberty Center Apartments – Liberty Center (Provo/Utah County) – Cowboy Partners – Change in OWHLF Loan Terms
At the August 8, 2013 OWHLF quarterly board meeting, a $1 million loan for 40 years at 3% was approved by the OWHLF Board for the Liberty Center Apartments project.  At that time, the project was to be a total of 148 units with 75 units at 60% AMI – all 1- and 2-bedroom units, with the first mortgage holder proposed to be Red Mortgage Capital (see copy of August 8, 2013 Project Commitment Form):  

Total cost:

$20,685,655

Developer fee:

$1,890,800 (9.14% TDC)

Total cost per unit:
$139,768

Hard construction costs:
$11,386,000

OW funds per unit:
$13,333


HCC per square foot:
$107.37

Land cost per unit:
$5,068


TDC per square foot:
$177.74

Debt coverage ratio:
1.178


Cash flow per unit:
$920.33

At the February 27, 2014 OWHLF quarterly board meeting, the developer requested a further reduction in the OWHLF interest rate from the 3% approved in August 2013 to 1.5% to increase the DCR and allow a slightly larger first mortgage.  The scope of the project had also been reduced from 148 total and 75 affordable units to 120 total and 60 affordable units, with a possible change in the first mortgage holder from Red Mortgage to UCRC (see copy of February 27, 2014 Project Commitment Form):

Total cost:

$17,907,558

Developer fee:

$1,505,000 (8.40% TDC)

Total cost per unit:
$149,230

Hard construction costs:
$9,467,000

OW funds per unit:
$16,667


HCC per square foot:
$106.78

Land cost per unit:
$6,250


TDC per square foot:
$184.45

Debt coverage ratio:
1.098


Cash flow per unit:
$563.13

It should be noted that despite the reduction in scope from 148 units to 120, the total cost per unit increased by nearly $10,000, and while the hard construction costs per square foot had decreased slightly, the total development cost per square foot increased from $177.74 to $184.45 per square foot.

The Board made the following motion and approval:

Interest rate reduced to 1-3% subject to completion of value engineering and reporting results and revised construction cost numbers back to OWHLF staff to review and recommend new lower interest rate.  Owner must add a minimum of $500,000 additional equity to project.

At the October 23, 2014 OWHLF quarterly board meeting, the developer had previously provided the revised construction bid numbers for further review to reduce the interest rate as proposed at the February 2014 meeting, reflecting value engineering performed on the project, but also reflecting the increase in construction costs that has taken place during 2014, as well as the removal of the entire developer fee, and the addition of $500,000 of owner equity as required by the Board.  However, there was now a funding gap of $254,434 after all present proposed funding sources were listed, with the removal of all developer fee and any deferred developer fee as a source of funding.

The developer was now requesting the loan be modified as a surplus cash flow loan as requested by Ally Bank, the new proposed first mortgage holder, to increase the DCR to a minimum of 1.20:

Total cost:

$16,994,548

Developer fee:


$0

Total cost per unit:
$141,621

Hard construction costs:

$11,795,000

OW funds per unit:
$16,667


HCC per square foot:

$130.63

Land cost per unit:
$6,250


TDC per square foot:

$174.69

Debt coverage ratio:
1.152


Cash flow per unit:

$859.70

OWHLF staff made the recommendation to keep the funding as it was originally approved in August 2013 - $1,000,000 for 40 years as a fully-amortizing loan – but the developer also requested an increase in the OWHLF loan to $1.5 million to fill the remaining funding gap.  It was also pointed out by staff that Provo City’s proposed impact fees of $913,000 at a per-unit average of $7,608 per unit were more than double the OWHLF 5-year average of $3,300 per unit.  After a great deal of back-and-forth discussion between the board members and the developer, the Board made the following motion and approval:  Change present $1,000,000 OWHLF fully-amortizing loan at 3% for 40 years to a surplus cash flow loan at 1% for 40 years contingent on either the reduction of the Provo City impact fees or the addition of other Provo City funding sources to the project.

The developer was under the erroneous impression during the October 23 meeting that the project had already been approved for a 1% loan based on the motion and approval from the February 27, 2014 meeting, but that motion only stated approval for a range of 1-3% “subject to completion of value engineering and reporting results and revised construction costs numbers back to OWHLF staff to review and recommend new lower interest rate”.

While it is clear that value engineering had been performed due to the reduction of total cost per unit from $149,230 to $141,621, the hard construction costs had increased from $9,467,000 to $11,795,000, or by nearly 25%, reflecting the increases in construction costs seen during the past year in both materials and labor.  Since the developer was requesting a surplus cash flow loan, OWHLF staff felt that if a surplus cash flow loan was approved by the Board, it should be in a similar manner to what was approved for the Providence Place Apartments project back in 2010, and that an interest rate reduction was not necessary.  Providence Place was a very similar project in that it was to provide workforce housing in downtown Salt Lake City with studio, 1-, and 2-bedroom units, although all 125 units were at or below 60% AMI, while Liberty Center only has half the 120 units, or 60 units, at 60% AMI, while the remainder of units are market rate.

Providence Place was finally approved in July 2010 for an $800,000 surplus cash flow loan for 40 years at 3%.  In addition, the developer offered to set up an escrow account in the name of OWHLF in the amount of $90,000 to provide minimum payments in the event project cash flow is insufficient to make fully-amortizing payments, to be maintained for a minimum of five years.

OWHLF staff feel that Liberty Center should be approved for a $1 million surplus cash flow for 40 years at 3%, since the developer felt that sufficient cash flow would be possible to make fully-amortizing payments, but that the first mortgage holder (Ally Bank) was requiring any subordinate debt to be soft in nature to maintain a total DCR of at least 1.20.  Changing the OWHLF loan to a surplus cash flow loan increases the debt coverage ratio to 1.230 and cash flow per unit increases from $859.70 to $1,217.69.  Since the OWHLF interest rate does not change either the DCR or cash flow due to the nature of a non-amortizing loan, it is reasonable that OWHLF be also able to obtain a reasonable return on the funds being loaned, given the 40-year nature of the loan, and the first mortgage holder’s proposed interest rate of 4.60%.

Staff’s recommendation - at the October 23, 2014, board recommendation and motion was made with inaccurate information regarding the OWHLF loan’s interest rate – OWHLF staff recommends the approved surplus cash flow loan to remain at the original recommended rate of 3%, with loan funding to remain contingent on either the reduction of the Provo City impact fees or the addition of other funding sources to the project to eliminate the funding gap.

Marty Henrie motion and Gloria Froerer second not to accept staff’s recommendation but to fund $1,000,000 OWHLF loan previously approved as a surplus cash flow loan for 40 years, with a two-tiered interest rate.  Loan interest rate will be set at 1% for the first fifteen (15) years until the end of the project’s initial low-income housing tax credit compliance period, at which time the loan interest rate will be increased to 4% for the remaining term of the loan.  The motion carried unanimously.
The next Olene Walker Housing Loan Fund Quarterly Board Meeting:  January 22, 2015 
Adjourn:      The meeting adjourned at 10:00 am.
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