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January 31, 2001
Meeting of February 13, 2001

INFORMATIONAL MEMORANDUM

TO:

Agency Commissioners

FROM:
James B. Morales, Executive Director

SUBJECT:
UPDATE ON THE HOUSING PRESERVATION PROGRAM

EXECUTIVE SUMMARY

Under the guidance of the Mayor, the Agency has established programs to address the expiring Section 8 contract crisis that threatens the City’s affordable housing inventory.  Agency staff has worked with residents, owners, nonprofit organizations, and City, state and federal agencies to develop the Agency’s Housing Preservation Program (the “Program”).  This is an update on the Program’s activities such as resident outreach and education, resident capacity and predevelopment grants, tenant support, outreach to the development owners, and legislative advocacy efforts (city, state, and federal levels).  The Commission last received a program update on August 24, 1999.

DISCUSSION

BACKGROUND

On May 13, 1997, the Agency Commission authorized the Housing Preservation Program.  At that time there were 88 HUD-assisted housing developments in San Francisco, representing nearly 9,000 households.  Initially, much of the work was to research the entire inventory of developments.  Proposals were being made in Washington, D.C. that would have converted all project-based contracts to tenant-based vouchers potentially jeopardizing the financial stability and therefore the affordability of all 88 of these “At-Risk” developments.  At the same time, HUD began to permit the owners of these properties to prepay the FHA-insured mortgages older than twenty-years and cancel their project-based Section 8 contracts. 

Since that time, the relative danger of the loss of affordability for the entire Section 8 project-based inventory has significantly diminished.  Nonprofit and Cooperative-owned developments (which now comprise 64 out of the 88 developments) are given the option to renew project based rental assistance contracts for a one-year term, which provides less certainty than the original 20-year agreements.  The focus of the Program moved to those developments owned by profit-motivated owners, since they may seek greater financial rewards through a conversion from affordable to market rate housing by repaying HUD-insured mortgages and canceling project-based rental contracts.

TABLE I:
Inventory Status

	PROPERTY TYPE
	AT PROGRAM INCEPTION (FY 1997)
	CURRENT          (FY 2001)

	Non-Profit Owned / Cooperative Owned
	53
	64

	For-Profit Owned (At-Risk)
	35
	24

	TOTALS
	88
	88


In 1997, the Agency Commission authorized the hiring of Preservation Liaisons (the “Liaisons”) to complete a team composed of the Housing Program Manager, the Project Area Services Manager, and the Preservation Development Specialist.  The initial work focused on prioritizing developments (creating a listing of “At-Risk” properties), creating programs, training staff, and implementing the program.  The Housing Preservation Program is organized around three primary components:

· The Tenant Education and Outreach Program (including the Preservation Grants)

· Regulatory and Legislative Advocacy on the Local, State and National Levels

· Facilitation of Potential Ownership Transfers

THE TENANT EDUCATION & OUTREACH PROGRAM

Liaison Activities

The Agency created the Tenant Education and Outreach Program to accomplish the following tasks:

· Provide accurate information to residents about the expiring Section 8 issue;

· Provide residents with a local government (Agency) contact for information about the Section 8 issue and other housing matters;

· Assist residents in applying for the Agency’s resident capacity grants;

· Provide information to community groups with an interest in the future of the Section 8 Program and the residents it serves.

The first step in the outreach process for the At-Risk developments is to hold an initial tenant education and outreach meeting to inform the residents of the current state of the Section 8 program.  The Preservation Program staff has held tenant education and outreach meetings at all of the 18 targeted At-Risk developments (those who have already faced a Section 8 Contract expiration, out of the original total of 35).  Those 18 developments have also received a presentation by staff on the Preservation Grant Program and the availability of the Resident Capacity Grants (see Attachment B).  Staff continues to attend numerous follow-up and resident initiated meetings in the attempt to be more accessible to the residents.  For the Nonprofit/Cooperative-owned developments, the Liaisons send both an introductory letter explaining the Housing Preservation Program and the Section 8 issue, as well as provide copies of the Resident Question and Answer Booklets to the resident leadership.  The Booklets (translated into five different languages) address the most frequently asked questions by the residents and property managers of these developments.  Further, the staff has also made numerous presentations about the Housing Preservation Program to community-based organizations and City departments.

This past fiscal year, the Liaisons have focused their activities on the 18 At-Risk developments that faced the greatest risk of conversion to market rate housing (see ‘Attachment B’, current list of At-Risk developments).  In Fiscal Year 2000, the Agency targeted the Mission Plaza housing development (currently under a purchase agreement with a nonprofit housing developer for a possible Agency-assisted preservation purchase) for tenant outreach; for Fiscal Year 2001, all of the remaining At-Risk developments will be the focus of outreach.

Resident Capacity and Predevelopment Grants

The Resident Capacity and Predevelopment Grants provide funding to a resident group of an At-Risk development to perform resident organizing and to explore the feasibility of a resident-facilitated transfer of ownership.  Funds can be used to hire consultants to assist in the organizing and in the architectural and financial analyses, and to cover the costs of forming a 501(c)(3) corporation.

Given the most recent legislative and regulatory changes related to Preservation, staff is updating both the Resident Question & Answer Booklet (fully translated), and the Application Kit for the Resident Capacity and Predevelopment Grants. The Kits, which will now be updated annually, include guidelines for the preparation and submission of the grant applications; explanation of the required benchmarks and fiscal reporting; the selection and approval criteria; and a listing of possible consultants to assist in the work.

The Liaisons are also responsible for managing and overseeing the Resident Capacity Grant Program.  To date, 16 (out of an eligible 18) developments have been approved for grants, and are in varying stages of activity (see ‘Attachment B’: Grant Status Chart).  Eight grantees (All Hallows Gardens, Antonia Manor, the Alexander Residence, Golden Gate, Shoreview, Sutter, and Thomas Paine) have completed their activities and benchmarks as defined in their respective grant agreements (the eighth, LaSalle, has allowed their grant term to expire with no extension requested in order to complete their originally proposed activities).

Grants to Community-Based Organizations

On October 7, 1997, the Commission approved a grant of $83,750 to the Agape Outreach Center (“Agape”).  This grant funded start-up costs associated with tenant organizing and education at certain At-Risk developments.  The funds have been used primarily to secure and equip office space for the organization and to pay administrative and organizing costs.  On May 20, 1999, Agape requested an additional $214,969 in on-going funding assistance, and the Commission approved a motion authorizing a new personal services contract in that amount, and extended this contract to February 28th, 2001 so that staff and Agape can assess the results.

On February 10, 1998, the Commission approved a grant of $85,000.00 to the Coalition for Low Income Housing (“CLIH”).  This grant provided funding to support a series of fifteen educational workshops about the Section 8 Program and tenants rights, tenant options, and funds to update the detailed CLIH Tenants’ Rights Manual.  Last year, the CLIH completed their series of workshops, the update to the Tenants Rights’ Manual, and their final Grant Summary Report, thus completing their scope of work under this grant.

REGULATORY AND LEGISLATIVE ADVOCACY

Agency staff has worked on a number of legislative & regulatory initiatives at the city, state, and federal levels.

Local – San Francisco

To complement the amendments to the City’s Rent Stabilization Ordinance from two years ago, which closed loopholes in the law that related to federally subsidized housing and put in-place important tenant protections related to potential evictions of residents who receive some form of tenant-based rental subsidy, the Agency staff has begun to discuss a comprehensive updating to the Preservation Ordinance.  Such an update would strengthen this important first line of defense in the City’s preservation efforts.

State – California Legislature

On the state level, Agency staff has been participating in the State Assembly’s Preservation Working Group.  The Working Group serves as a monthly forum for the exchange of information statewide as well as a technical advisory committee to the California Assembly.  Last year, the State Legislature passed an appropriation bill that included the creation of a matching grant program for which nonprofit acquisition and rehabilitation of At-Risk properties would be eligible.  Governor Davis subsequently approved $6 million in funding for this program, which was increased to $50 million for this fiscal year.  In August, the State Housing and Community Development Department issued preliminary regulations and the first Notice of Funding Availability under this newly created Multifamily Housing Program (“MHP”).  One proposed preservation project has already applied for this funding and is currently awaiting a decision.

Federal – Congress & HUD

On the federal level, Agency staff has been working with the Mayor’s Office of Housing to present suggestions for both legislative and policy changes in Washington.  Working closely with the City’s Lobbyist in Washington and the National Housing Law Project, MOH and Agency staff have proposed changes through the U.S. Conference of Mayors, the Association of Local Housing Finance Agencies, the National Association of Housing and Redevelopment Officials (“NAHRO”), and through the staffs of representatives and senators from places with similar preservation-related concerns.  It is believed that these efforts directly contributed to HUD’s creation of the 1999 Emergency Section 8 Contract Mark-Up Initiative; which Congress memorialized into law last year.  This program approves new Section 8 Contracts for developments with true-market rent levels in exchange for the owner committing to a five-year term.

The Agency’s securing of HUD approval for the purchase of the Golden Gate Apartments cleared the way for a number of new favorable policies for preservation-related purchases. The Agency just recently received a national award from NAHRO, identifying Golden Gate as a pilot for HUD’s current Mark-Up to Market (“MU2M”) Program.

FACILITATION OF OWNERSHIP TRANSFERS

On December 3, 1997, Agency staff first presented the Housing Preservation Program to a group of owners and owner’s representatives from more than a dozen developments (most of them in the At-Risk category).  On April 13, 1998, Agency staff held a second presentation on the Program to Non-profit and Cooperative owners, representing 11 developments (none on the At-Risk list).

It should be noted that the Agency’s initial financial assistance predated the start of the Preservation Program.  Between 1993 and the inception of the Program in 1997, the Agency provided predevelopment and/or acquisition funds to some nonprofit and resident groups for the LIHPRHA-funded (the Low Income Housing Preservation and Resident Homeownership Act of 1990) purchases of the Glenridge Apartments (now a cooperative) and the Prince Hall Apartments (now nonprofit-owned), and the feasibility study of the Vista Del Monte development (which did not proceed to a LIHPRHA purchase).  The LIHPRHA program was later defunded.  The Agency next worked with the Bethel AME to finance Laurel Gardens, with tax-exempt bonds and low income housing tax credits.  The Agency and CCDC then built upon that structure to retain Federal Assistance in the form of Interest Reduction Payments and an increase in project based Section 8 rents with the Golden Gate Apartments purchase.  

In December 2000, the Agency completed the acquisition of five buildings owned by Security Properties of Seattle, Washington.  Three of these buildings (Antonia Manor, Maria Manor, and the Notre Dame Apartments) were acquired with tax-exempt bond and 4% low income housing tax credits.  The other two (the Alexander Residence and Marlton Manor) have interim financing with applications due in the spring for 9% low income housing tax credits.  In April 2000, the Agency assisted in the acquisition of the O’Farrell Towers, a 101-unit senior building, using a combination of 501(c)(3) tax-exempt bonds and assumed debt from CHFA.  In addition to these acquisitions, the Agency was able to extend the affordability at the Sutter Apartments through a negotiated amendment to the property’s original Land Disposition Agreement.

TABLE II:
Developments No Longer At-Risk

	Fiscal Yr.
	Project Name
	Sponsor
	No. Of Units
	Project Cost
	Agency Funds

	98/99
	Laurel Gardens
	Bethel AME
	52
	$5,215,817
	$2,001,088

	99/00
	Golden Gate Apts.
	CCDC
	72
	$11,050,071
	$2,300,000

	99/00
	O’Farrell Towers
	CHC
	101
	$11,578,000
	$2,100,000

	00/01
	Antonia Manor
	TNDC
	133
	$12,918,279
	$4,804,355

	00/01
	Maria Manor
	TNDC
	119
	$14,793,459
	$4,801,087

	00/01
	Notre Dame Apts.
	CCDC
	205
	$24,941,000
	$5,400,000

	00/01
	Alexander Residence
	TNDC
	179
	$18,300,000
	$6,922,500

	00/01
	Marlton Manor
	Mercy/AF Evans/Agape
	151
	$15,100,000
	$5,622,500

	00/01
	Sutter Apts. (1)
	Burlingame Mgt.
	64
	$8,200,000
	None

	
	Total
	
	1,076
	$122,096,626
	$33,951,530


NOTES:
(1) LDA amendment extended affordability term for 55 years.

Not all preservation transactions have been directly negotiated by the Agency.  Some affordable housing developers are independently pursuing preservation-oriented purchases for some At-Risk developments.  The following is a listing of some anticipated acquisitions:

TABLE III:
Other At-Risk Acquisitions

	Fiscal Yr.
	Project Name
	Sponsor
	No. Of Units
	Term of Affordability
	Status

	00/01
	Thomas Paine Square (a)
	Bethel AME/ Telesis
	98
	55 Years
	Acquisition complete; Rehab pending

	00/01
	Vista del Monte (a)
	NFWSC (UFW)
	104
	Approx. 40 yrs.
	Acquisition complete; Rehab pending

	00/01
	Lassen Apts.
	AF Evans/

Asian, Inc.
	81
	55 years
	Acquisition Pending (to be assisted by MOH)

	00/01
	Padre Apts.
	Mercy
	41
	55 years
	Acquisition Pending (to be assisted by MOH)

	½
	Namiki Apts.
	CCDC
	34
	99+ years
	Acquisition Pending

	½
	Ocean Beach Apts.
	AF Evans/JCFS
	85
	99+ years
	Acquisition Pending

	½
	Mission Plaza
	Bridge Housing
	132
	55 years
	Acquisition Pending

	00/01
	Ridgeview Terrace
	Ridgeview Methodist Church
	101
	Unknown
	Acquisition Pending

	00/01
	Jackie Robinson Gardens
	Unknown
	130
	Unknown
	Unknown

	
	Total
	
	604
	
	


NOTES:
(a)  Considered a Preservation Purchase.  Two of the four properties owned or controlled by Bruce Rozet have just been transferred to new owners who have committed to maintain long-term affordability.  Bethel AME and the Telesis Corporation has acquired and will rehabilitate Thomas Paine Square utilizing CHFA tax exempt financing and 4% tax credits.  The National Farmworkers Service Center, an affiliate of the United Farm Workers, has acquired and will rehabilitate Vista del Monte with 501(c)(3) tax-exempt bonds issued by CHFA.

In summary, of the 35 developments and 3,303 that were originally identified as At-Risk at the inception of the Program in 1997, the Agency and its partners have succeeded in extending the affordability of 9 developments and 1,076 units.  An additional 2 developments of 202 units have been preserved without Agency assistance.  Thus, there now remain 24 developments and 2,025 units for which no Commission-approved preservation plan has been formally developed.  Nevertheless, of those 24 developments, 7 developments comprising 604 units are pending a preservation purchase.

UPCOMING ACTIONS

In the immediate future, Agency staff will continue to implement the Housing Preservation Program.  Over the next several months, Agency staff will continue to pursue initiatives related to preservation purchases and legislative improvements.

Tenant Education & Outreach Program

A recent trend among the owners of the At-Risk developments is that despite the fact that their properties may not face an expiration for several years, owners have begun to actively market their developments.  In these cases, residents may be unaware that their development could be sold; possibly to someone who may be viewing it as a conversion opportunity.  Agency staff therefore believe it is necessary to expand both their resident and owner outreach to cover these for-profit owned developments that may not as of yet have faced their first Section 8 contract expiration.

For these new developments, the Liaisons will begin their tenant education and outreach to the residents immediately, and maintain their availability to the residents of the earlier developments.  Agency staff will continue its outreach efforts with all of the owners.

Resident Capacity and Predevelopment Grants

Beyond the previously approved sixteen (16) Resident Capacity Grantees, the residents of the remaining two (2) grant eligible developments do not appear to be interested in the Resident Capacity Grant Program at this time.  Whether they choose to eventually pursue a grant or not, Agency staff will continue to carefully monitor these developments (through resident, owner, and management contact) and act to maintain their affordability as needed.

As a result of the large number of recent preservation acquisitions, some of the previously funded tenants groups are now being required to play a more direct role in the decision-making processes at their respective developments.  It may be necessary for these groups to have the financial resources available from their previously approved unused grant funds for resident outreach and training activities.  Therefore, the Liaisons will inform those associations (those who have faced a transfer of ownership, or are expected to in the near future) of the potential to re-open their grants to provide an additional resource to them in such times of transition.

For the existing Grantees that are within their approved grant time period, the Liaisons will continue to work directly with the resident groups in monitoring their progress for informing and organizing residents and exploring the feasibility of a resident sponsored purchase.  Particular emphasis will continue to be placed on completing intended activities, meeting prescribed deadlines, and satisfying the grant benchmarks.  Agency staff believes that the remaining untargeted Grant Program funds can be made available to the expanded group of At-Risk developments if those residents should decide to pursue a Grant.

Legislative Efforts
Agency staff will continue to provide assistance to The Mayor’s Office of Housing on the administration of the City’s Preservation Ordinance.  Agency staff and the City Attorney’s Office are currently discussing a scope of amendments to the law that would strengthen its protections for residents while allowing flexibility for preservation purchases.  With the approval and funding of the new State preservation matching grant program, Agency staff will continue to provide input into its implementation.  Ideally, this new program will be a valuable source of funds for future preservation purchases.  On the federal level, Agency staff will continue to pursue changes to the Section 8 Program that will best preserve affordable housing in San Francisco.  Further, Agency staff will maintain its communication with senior-level HUD officials to advocate for greater use of their discretionary powers in the effort to maintain the affordability of the Section 8 developments.  HUD will hopefully increase the strength of several types of tenant protections needed to address the unique San Francisco housing market.  The City will also actively advocate for Congressional measures, particularly as they may relate to the previously proposed Federal Matching Grant Program.

Facilitation Of Ownership Transfers

As the Section 8 restructuring has apparently stabilized, many owners are now making final decisions about their developments; including “opting-out” of the Section 8 Program.  Given this, Agency staff will continue to try to convince owners to stay in the Section 8 Program.  Nevertheless, there may be further opportunities for the Agency to facilitate ownership transfers, like Golden Gate and the Security Properties portfolio, from profit-motivated development owners to non-profit organizations who are willing to commit to the long-term affordability of this valuable housing resource.  Agency staff will focus on new outreach efforts to the owners of all of the 24 remaining At-Risk properties.

Ideally, after securing Commission approval, Agency staff may eventually secure purchase agreements with these owners.  Individual developments would then be purchased over time from these owners until all of the developments were preserved.  Even though the budget impact would be spread-out over time, the public investment would still need to be substantial.  Due to our recent assistance of six (6) preservation acquisitions, the Agency currently has no capital funds available for preservation (a true indicator of the need).  At $40,000 per unit (the amount of Agency contribution to Laurel Gardens as an example), these 24 properties would cost the Agency nearly $81 million.  Staff will propose a $20 million preservation budget to continue to address this priority for Fiscal Year 2002.

In general, Agency staff will continue their outreach to the residents and the owners of the At-Risk developments.  Additionally, Agency staff will continue to coordinate citywide and legislative initiatives with the Mayor’s Office of Housing, and monitor HUD and Congressional developments with all available resources.
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