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SUBJECT: Retention of Brokerage Services to A551st in the Publlc
Housing Site Selection Process “_

ReSpectfullv submitted,
|
4 L ' :
%ﬁlbctﬂpwhjri é;{ G
WILLIAM .H. EDGAR é%b"

Executive Director
. _ﬂ

TRANSMITTAL TO COMMITTEE:

JACK R, CRIST
Deputy City Manager N [

Attachment
]

MAILIHOADDRBSS‘ P.O. BOX 1834, Sacramento, CA95809
OPTICE LOCATION: 630 I Street, Sacramento, CA 95814 (916) 444-9210



. SACRAMENTO
HOUSING AND REDEVEH,OEP’MENT
AGENCY

April 6, 1988

Housing Authority of the
City of Sacramento o
Sacramento, California ’
and ' l
Redevelopment Agency of the
City of Sacramento
Sacramento, California

Honorable Members in Session:

SUBJECT: Tax Credit Syndication--Riverview Plaza
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SUMMARY

Sstaff requests -approval to syndlcate Riverview Plaza. Sale of
limited partnership shares has the potential for raising $3-$5
million (initial estimate) based on the value of available low
income housing tax credits. These proceeds will be wused to.
ensure the fiscal soundness of Riverview Plaza and to the extent
proceeds exist, to provide funding for other low income housing
projects. The recommendations to this report outline the various
approvals required to effectuate the syndication. These
include: contracting for a development coordinator/consultant
and legal counsel with expertise in tax credits and syndications;
creating a limited partnership; designating the Housing Authority
as the general partner or using Fund, Inc., or a newly created
nonprofit to serve as the general partner; transferring the

project to the partnership; applying to the Mortgage Bond and Tax
Credit. Allocation Committee for a tax credit allocation; and
taking those steps necessary to market the limited partnership
interests. Through contractural arrangement, the Housing
Authority would continue to manage the project. It is intended
that some time in the future, project ownership would revert back
to the Housing Authority. !

BACKGROUND

The 1986 federal Tax Act created a new tax subsidy program using
tax credits for low income housing. The program provides tax
credits to investors for a ten year period. The credits can
range from four percent to. nine percent of qualified «costs
depending on the project. To qualify for the tax credit, the
project must retain at a minimum: a) 20 percent of its units
affordable to households who earn under 50 percent of mnedian
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| income .adjusted for family size, at rents 'not to exceed 30

percent of 50 percent oOf median, less a utlllty allowance; Or b)
40 percent of the units affordable to hduseholds who earn less
than 60 percent of median income at rents" not to exceed 30
percent of 60 percent of medlan, less a utility allowance The

- project must retain this low-income occupancyland rent structure

for 15 years under the Federal Tax Act. "\
The amount of - credit. available to .a prOJect is based on the.
number of low income units set aside in a progect The more low
income units, the greater. the avallable tax Crﬂdlt on the prOJGCt‘

The following example lllustrates how the fcredlt works. We
assume a 100 percent 1low income project, with $1 million in

‘eligible costs against which to apply the credlt (Ineligible

costs include land, non-depreciable items, and those financed by
federal ~‘'grants. =~ Eligible costs are most soft and hard
development costs.). If we assume the project qualifies for the
nine percent credit, the project will be allocated $90,000 in tax

‘credits annually for ten years. ' Although the‘pr1c1ng of credits

is negotiable, in other prOJects investors have payed between 40%
and 50% of the ten yedr tax credit, or $360, m $450 000. The
investor may pay a lump sum amount up front, or pay in his share
over several years. ' R

’ : l

The benefit of the federal tax credit was ephanced in 1987 by

enactment of a state tax credit. The state tax credit is similar

to the federal credit. However, the State cmedlt,ls valued at

3038 of the eligible costs and is only available for four years.
Using the above example, the state credit could raise an
additional $120,000 - .$150,000 to -the prOJect _State law
requires that the progect remain ‘affordable for 30 years..
||-

The state and 4federal“tax~ credit programs offer the Housing
Authority the possibility of raising a con51derable amount of
money by selling tax credits on RlverV1ew1 Plaza. Riverview
Plaza, the 124 unit elderly housing project owned by the Housing
Authority is an ideal carndidate for tax credits. The project as
currently conceived, offers 30 percent of’ 1tslun1ts to households

‘that earn under 50. percent of median. income dnd 10% of its units

to households that earn: under 80% of medlan‘ income. The fact.
that the project will .be available for occupancy in August,
strengthens its marketability to investors.

(2)
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staff's iniktial analysis 1nd1cates that between $3 and $5 +/—
million of net proceeds could be raised from the sale of tax
credits on Riverview Plaza. The actual amount will depend on
which project costs and funds are deemed eligible pursuant to the
federal law on tax credits, and the percentage of units
designated as low income. To maximize the credit value, the unit
mix of very low, low and moderate income households may have to
be changed from what was originally planned for the project. The
Authority could receive all the funds up front or, more

typically, over 5-10 years. If the pay in is spread over seve;g;.'

years, a larger amount of proceeds can be raised.

Attachment A provides one ana1y31s of the wvalue of the credit,
assuming that 100 percent of the project is affordable to Ilow
income as defined by federal rules. In this example, 40 percent
of the units will be affordable to households who earn under 50
percent of median .and, 60 percent of the units will be affordable
to households who earn under 60 percent of median. As you may
recall Riverview, as orlglnilly conceived, contained 40 percent
low income units and 60 percent market rate units. By making the
project 100 percent low income, ‘the value of the credit is

maximized. However, an operating . deficit is <created by

converting the market rate units to units - affordable to
households who earn under 60% of median income. The rent for
these units will decline from/ $420 to $326 per month. :

As shown in Attachment A, the total equity to the project from
the sale of the credits could be $4.5 million (based on. the

pricing formula used by one’ corporate equity fund), assuming a-

six year pay in. This generates about $764,000 annually for six
years. . For the sake of comparison, if we assume that only 40
percent of the units are reserved for low income, the progect
syndlcatlon could generate between $2.0 and $2.3 +/= million,

The operating shortfall noted above, could be handled by
establishing a reserve or annuity from some of the syndication
proceeds, or by reducing the loan amount from the California
Housing Finance Agency. Thé latter proposal would reduce the
project debt service by an amount commensurate with the operatlng
shortfall., Staff contemplates using a portion of the syndication
proceeds to ensure the fiscal soundness of Riverview, and to fund
services to benefit the tenants. The deal would be structured so
that the balance of the proceeds would then flow back to the
Housing Authority in the form of various fees and lease payments
to be used tc fund other affordable housing projects. Because

| | (3)
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these crédlts' ‘can potentlally raise a substantlal amount of
money, staff strongly recommends pursulng the tFx credits.

The long—term “affordability and ultlmate i Housing Authority

‘recontrol of the project could be achieved through ‘the terms of

the limited partnership agreement, ' The . Housﬂng Authority could
reserve the right to. repurchase the property after ten years
(when all tax benefits are exhausted) at its appralsed value as a
low-income project subject ko a long-term regulatory agreement.
Under these <circumstances, investors woulq not expect any
residual receipts. ¢

There are a gfeat number of issues and tasks that need to be

addressed and accomplished before proceeds Wlll be raised. ' To
accomplish the syndication, a limited partnership will have to be
created. The general partner of the limited partnership will

probably " be a nonprofit entity established ﬂby the Authority.
Fund Inc., which is an existing Agency created nonprofit may be
used. Another possibility is to <create a 1separate nonprofit .

- controlled by the Authority. It is likely the Housing Authority

or Redevelopment Agency will have to capltallze the nonprofit
with a demand note, to provide the entity wmth some net worth,
To qualify for federal tax credits, the partnershlp should be
created and improvements and financial commitments transferred to
the partnership before the project receives [lts certificate of
occupancy. The certlflcate of occupancy is ;expected by August
lsk.
w

Transfer of ownership requires approvals froquUD, because of the
HODAG loan, and the California Housing Finance Agency (CHEFA)
because of the $7 million mortgage loan. The§e approvals will be
immediately sought after determining the form of the limited
partnership. . , w

The maximum amount‘of credits that can be ralsed must also be
determined. This requires both a legal and;financial analysis.
Once the maximum feasible amount of credits lS determined, staff

"will submit an appllcatlon to the Mortgage Bond and Tax Credit

Allocation Committee for a reservation of allocatlon. The State
Treasurer's offlce is responsible for allocatﬁng tax credits.

ﬁ o . (4)
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Once a tax credit allocation is received, staff will begin

seeking bids from broker/dealers to market the partnership
interests and, from corporations who might be interested in

purchasing the credits. The new tax law placed restrictions on
deduction of losses from passive activities, including 1limited
parktnerships, that limit 'the type and number of private
individual investors who can benefit from purchasing the tax
credits. Corporate investors, however, are not subject to these
same passive activity rules and are the ideal investors for these
credits. Unfortunately, the corporate investor market is still
unfamiliar with tax credits'!and, so far, has not been an easy
market to reach. There are several private and nonprofit funds
created specifically for ' investors (both individual and
corporate) seeking the benefits of the tax credits. As the tax
credits become more. accepted in the market, and the number of
such syndications grows, it will be easier to sell these deals.
Staff will tap all p0551ble( investor markets to syndicate the
credits. One broker/dealer, Affirmative Investments, has already
expressed an interest in the ' project. Although we think. it
highly likely that investors who are willing to pay a competitive
price for the credits will be found, the success of the
syndication 1is not guaranteed‘ ’ :

This financing ~ scheme will be technically and legally
complicated. - Staff proposes contracting with a development
coordinator who has had experience with feasibility analysis,
deal structuring and syndication of tax credits. The consultant
will assist staff in analyzing ways to obtain the maximum credit
amount, preparing a pid package, developing a strategy to
successfully syndicate the project, contacting broker dealers or
potential private and corp&rate investors, analyzing bids and
assisting in . completing the syndication and real estate
tEransactions. In addition, hegal counsel with expertise in tax
credits, real estate and syndicaticns will be hired,. This team,
with active Agency staff involvement, will attempt to accomplish
the syndication by September! 1, 1988, when the CHFA permanent
loan 1is. expected to fund. (If necessary, the permanent loan
funding can be delayed three months by payment of an extension
fee). .

Staff proposes selecting the development coordinator from the
responses received from the request for qualifications for
various consulting services recently approved by the City
Council. The deadline for submission of qualifications is April
18th. Staff has already spoken with various firms who, have
experience with tax credit prOJects and who plan on respondlng to

| (5)
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the RFQ. Staff proposes .sole sourc1ng the legal work Eto Goldfarb

and Lipman. This firm has a demOnstrated track record with tax

credit projects,. syndications and nonproflts and public,
agencies. The firm was involved in the development of the State
Tax Credit Program. In addition, the firm represents most of the
non-profits in Northern California who have Sﬂndicated projects,
and has represented several local governments who have syndlcated
publicly owned housing projects. The firm is dﬂso very active in
Redevelopment related activities. Staff has informally contacted
other law firms and believes Goldfarb and Llppman can best meet.-
the Authority's needs. . 1

FINANCIAL DATA o !
The following major expenses will be requlred to accomplish the
syndication. :

- Development coordlnator contract not to exceed $25,000.

- Legal services not to exceed $60,000. ﬂ

-  Appraisal $10,000. -

- Tax Credit Allocation Committee fee 'of two percent of  the
first. year's federal 'credit value. (We estimate this amount
to be $7,557). Plus, a performance deposﬁt of four percent
of the value of the first 12 months federal tax credit. We
estimate this amount to be $15,114. The performance deposit
is returned if the project receives 1ilts Certificate of
Occupancy by December 31, 1988. If the Fyndlcatlon is not
successful, the Authority 1loses its two percent application
fee but receives a refund on the performanﬂe deposit,

Staff will attempt to negotlate a contract W1th the development

coordinator, so that the €fee 1s contingent “ the successful

syndication of the project. The legal fees 'will be contlngent
upon syndication, assuming 'the Housing Authorlty does not change
its mind in the middle of the transaction to proceed. If so,
staff proposes a §5, 000 reserve for non-contlngent legal expenses.

Flnally, ‘the Authorlty may: have to pledge a %emand note to the

nonprofit entity to establish a net worth for the entity. The
need for and amount of this note will be further investigated.

o | (6)
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Funding for Lhe non-contingent costs  are projected at
approximately $65,000 and will come from that portion of the
Downtown tax increment fund balance which must be set aside for
housing purposes pursuant to State law. Staff has set aside
these reserves for housing purposes, to meet AB265 housing set
aside requirements. Staff proposes transferring $65,000 from
reserves to B00200 Low Income\Housing Set-Aside Cost Center, Fund
100. These funds will then be loaned to Riverview Plaza (A00410
Cost Center, Organization 6300) to be paid back from syndication
proceeds. Payment of all other expenses for the syndication will
come from syndication proceeds.

ENVIRONMENTAL REVIEW DATA

i
NEPA: Exempt activity Section 58.34(a)(9)(ii) the services

effect only the social or ecoﬁomic environment.

CEQA: Categoriéal exemption 15321(a)(2) the adoption of an
administrative. decision to fulfill an objective by a public
agency. ‘

This 1is purely a financial tLansaction on a previously reviewed
project. ‘

POLICY IMPLICATIONS

This report presents a new concept in financing for the City
Housing Auathority. QOther jgrisdictions are beginning Eto use
syndication as a form of proj?ct finance. Tulare County and the
City of Thousand OQaks have created affiliated nonprofit entities
to own projects financed through syndication proceeds.
Nonprofits have been syndicating projects for several years now.

There 1is no question that syndication affects the Authority's.

control over the project, and exposes the Authority to some level
of risk. However, this risk is probably no greater than the risk
created by the California Hou§ing Finance Adency locan (since the
loan is secured by the project's performance). The attorneys
will structure the partnership and the transaction to minimize
the Authority's exposure and to assure ultimate control of the
project by the Housing Authority.

To accomplish the syndication, project ownership will be
transferred to a limited | partnership, with an Authority
affiliated nonprofit as the general partner. SHRA already has an
affiliated nonprofit: Fund, Inc., which would seem a logical,
possibility. If it is necessary to create a new nonprofit, staff

i (7
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will ensure that the  Agency retains a majority if not full
control of the nonprofit. In bringing limited partners to the
deal, the Authority will have to negotiate withi the syndicator on

~various- aspeckts of the project and its flnancﬂng (reserve funds,

' VOTE AND RECOMMENDATION OF COMMISSION _' |

RECOMMENDATIONS

management controls, resale provisions, etc.). .

It is llkely that to maximize the tax credltq, the project will
need to be converted ‘to 100 percent low 1qpome. This 1is a
variance from the original project concept, and may affect the
marketing strategy and limit the usage of the 'service package
available at the project. However, this change will make the
project more affordable to low-income persons, and we believe
more in llne wikth the Authority's mission. & : Co
1 _
Ownershlp by a -nonprofit and syndication of prOJects as a way to.
raise equity capital is a model that will llkely be replicated in
future Agency housing projects. The Housing F1nance Task. Force

will be frecommending. creation of an Agency afflllated nonproflt‘
‘development corporation to provide the Agency another means of
accomplishing -the affordable housing goals of the City. ~ The -

syndication of Riverview will provide staff 'with considerable
experience to pursue other prOJects. : ﬂ

H
1 .
At its regular meeting of April 11, 1988, the‘Sacramento Housing
and Redevelopment Commission adopted a motlon recommending
approval of the attached resclutions. The voteS were as follows:
AYES:
NOES: _ ' - . 0

ABSENT:

Staff recommends that you approve the attached &esolutlons which:

1. Approve the use of syndication to raise the maximum amount of
proceeds through the sale of tax cred%‘ to be applied
- towards Riverview Plaza and to promote other low income and

affordable housing projects.

(8)
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Authorize staff to select and enter into a contract wikh a
development coordinator| and legal «counsel (the firm of
Goldfarb and Lipman). This team will analyze the best way to
maximize the credit value; develop a bid package for the
syndication . of Riverview Plaza; establish a limited
partnership; take those steps necessary to transfer ownership

of Riverview Plaza ! to the partnership; approach

. broker/dealers; analyze bids; and consummate the syndication.

Authorize the Executive Director to submit an application to
the Tax Credit Allocation Committee and pay all necessary
fees and deposits. _

‘ :
Authorize ‘the Executive Direcktor to sign any and all
documents necessary to establish the limited partnership.
Authorize the Executive Pirectdr to use. Fund Inc., or create
a new nonprofit to serve as the general partner of the
limited partnership. : '

Authorize the Executive] Director to sign any and all
documents to effectuate the transfer of the property and its
loans, grants, and existing funding - to the . limited
partnership. ' : ‘ '

I
Authorize the Executive: Director ¢to modify the exiskting
financing structure within the parameters of now approved
funding sources in order to generate the maximum tax credits
for the project without Jeopardizing the project's security
and financial integrity. -

Authorize the Executive | Director to modify the occupancy
requirements of the projebt s0 that the ultimate mix of very
low, low and moderate income households allows the maximum
credit wvalue; and, that the project income and rent
restrictions comply with State and Federal tax credit
requirements.

| Respectfully submitted,

TRANSMITTAL TO COUNCIL:

. WILLIAM H. EDGAR

WALTER J. SLIPE ; Executive Director
City Manager

(9)
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RESOLUTION NO. b -
ADOPTED BY THE HOUSING AUTHORITY OF THE CITY OF SAGRAMENTO
o | ON DATE OF “

- TAX CREDIT SYNDICATION - RIVERVIEW'PLAZA
BE IT RESOLVED BY THE HOUSING AUTHORITY OF THE CITY OF
SACRAMENTO.

I

‘Section 1l: The Executive Director is authorized to
proceed with those steps necessary to accomplish the syndication
of Riverview Plaza as described in the staff report filed with
this resolution ("Staff Report").

1
¢

Section 2 The Executive Director, is authorized to
select and enter 1into contracts with a quallfled development
coordinator and-with legal counsel for serV1ces as described in
the Staff Report. _ : : “

Section 3: The Executlve Director, 1is authorlzed to
submlt an application for a. tax credit. allocatlon for Riverview
Plaza to the Tax Credit Allocatlon Committee, ;

. !
Section 4: The Executive Dlrectors is authorized to

~execute all documents and take all actions! necessary to hold

title to Riverview Plaza.
C , B .

Section’ 5: The Executive Director is directed to
investigate and determine appropriate form of | the entity to serve
as the General Partner of said limited partnership and is
authorized to take all steps and sign all documents necessary to
create the entity to serve as General Partner. '

Section 6: The Executive Director ié authorized to sign
any and all documents to effectuate the transfer of the property
to said  limited partnership and to assign! locans, grants and
existing funding as necessary to carry out suc? transfer,

: ' . |

Section 7: The Executive Director.- is authorized to
modify the existing finance structure for Riverview Plaza within
the parameters of funding sources now approved. for the purpose of
generatlnq the maximum tax credits without jeopardizing the
project's securltv and flnanc1al integrity. - :

J

|-
i
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I
Section 8: The éxecutive Director 1is authorized to
modify the Riverview Plaza occupancy requirements regarding the
mix of very low income, low income and moderate income tenants,
so as to ensure the maximum benefit of the low income tax credit,
and to comply with additional occupancy requirements that may be

imposed as a result of the state and federal requirements. under
the tax credit program..

Section 9: The Exgcutive Director is authorized to take

all actions and execute all documents necessary to market qnd
fund said limited partnership.

Section 10: This resolution is effective immediately.

CHAIR -
ATTEST:

SECRETAﬁY

{

1100WPP2(120) . o
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: RESOLUTION NO.
ADOPTED BY THE HOUSING AUTHORITY OF THE CITY OF SACRAMENTO
’ ‘ ON DATE OF i '
J

TAX CREDIT SYNDICATION - RIVERVIEW PLAZA

. | |
BE IT RESOLVED BY THE HOUSING AUTHORITY OF THE CITY OF
SACRAMENTO: 1

Section 1: The sum of §$65,000 from downtown tax
increment reserves 1is transferred to Cost Center B00200, fund
100, for payment of costs necessary to effectuate the syndication
of Riverview Plaza as described in the staffl report -filed with
this -resolution <("staff Report"). The monies’ so expended shall
be loaned to Riverview Plaza (Cost Center A00910, Organization
6300) to be repaid upon syndication of the project., -

Section 2: S$aid. funds shall be allocated in the maximum

amounts-as follows:

$25,000 for consulting fees; 10,000' for an appraisal
update; payment of the Tax Credit Allocation Committee-
fee totalling six percent of the firét vear value of the
credit; and .expenses of Legal Counsel not to exceed
§5,000. | * ' '

-

"Section 3: This resolution is be effective immediately.

CHAIR

ATTEST:

SECRETARY v o

1100WPP2(120)

(1lla)
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