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BUDGET & ECONOMIC DEVELOPMENT COMMITTEE

The Budget and Economic Development Committee of the City of Raleigh met in regular session on Monday, November 10, 2008 at 11:00 a.m. in Room 305 of the Raleigh Municipal Building, Avery C. Upchurch Government Complex, 222 West Hargett Street, Raleigh, North Carolina, with the following present.
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Ms. McFarlane
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Mr. West
Mayor Meeker called the meeting to order and the following items were discussed with action taken as shown.

Proposed Revisions to Investor Rehab Loan Program.  Committee members received the following memorandum in their agenda packet.
What is requested:  Council authorization to implement the proposed changes to CD’s Investor Rehab Loan Program?
Background:  CD has provided loans to investors of rental housing for over ten years. Funds for these loans were provided through CD’s Investor Rehab Loan Program (more recently known as the Rental Investment Properties Loan Program) to allow investors to purchase and/or rehabilitate rental properties consisting of one to four units for the purpose of renting to low-income individuals and families earning at or below 60% AMI
, adjusted for household size. Recent defaults in the investor portfolio were the motivation to temporarily suspend the program while staff re-examined the underwriting criteria. Staff studied similar programs offered by other municipalities to determine the best practices and created the eligibility requirements for the program based upon those findings.  The proposed criteria and reasons for change are summarized in the table below. 
	
	Current Program
	Proposed Program
	REASON FOR CHANGE

	Location of Property 
	Limited to redevelopment, conservation and low-income census tracts


	Citywide 


	to support PROP, which is a Citywide initiative 

	Borrower eligibility
	Satisfactory credit
	Satisfactory credit as evidenced by a credit report; sufficient disposable (discretionary) income to cover monthly debt service or liquid assets sufficient to cover 6 months worth of monthly debt service; absentee landlords must provide contract with local property management company; must participate in Landlord Training; members of LLC must personally guarantee the loan
	to ensure the investor has sufficient discretionary income and/or liquid assets in the event of loss of rental income due to vacancy or renter default (this is the #1 reason given by existing investor borrowers for default); staff experience with absentee landlords is that they do not maintain the property and renters either quit paying or move out

	Eligible Costs
	Acquisition and rehabilitation 
	Rehabilitation only 
	to maximize limited resources 

	Down Payment 
	$0 if the appraised value is 5% more than the loan amount
	5% of the loan amount
	Lower default rate on loans provided to borrowers who have a vested interest in the property 

	Lien position
	First or subordinate with conditions 
	1st or 2nd 
	Clarifying “subordinate” to mean 2nd position and no less; lower lien position = higher risk  

	Maximum subsidy
	Based upon number of bedrooms; up to $185,686 for a 4 bedroom unit
	Max loan cannot exceed $45,000 
	Amount should be sufficient to correct code violations and repair/replace major systems

	Property standards 
	Written CD standards
	Housing Quality Standards (Section 8) – lower than current standards 
	

	All other conditions and exceptions remain the same


Community Development Director Grant explained the previous program, problems, putting the previous program on hold and the proposed revisions to the program.  She stated after reviewing similar programs throughout the country they decided to reinstate the program after tightening up the criteria, etc.  She went over the proposed changes as outlined in the memorandum explaining the proposed criteria and the reasons for the change.  
In response to questioning from Mayor Meeker, Ms. Grant pointed out they are projecting about $100,000 for the program which would cover two to three loans in the first year.  They would like to test the program, see the results, etc.  Mr. West questioned if in our current economic situation if there is a bigger need for loans and if that is why they are projecting bringing the program back.  Ms. Grant explained the initial program was discontinued but they felt a need to have a program that would address the rental housing stock and because these are block grant funds we have to make sure we meet certain income guidelines.  In response to questioning from Mr. West, Ms. Grant pointed out there were some issues and the staff just decided to discontinue the program and look at best practices throughout the Country, we want to make sure we were not setting people up to fail and talked about the philosophy of the program.  She responded to Mr. West’s questions relative to supporting the PROP program pointing out since that is a city initiated program the staff knew there would be a time when investors need to fix their property and this just provides one vehicle to help towards that.  Mr. West questioned the statement in the memo that housing quality standards (Section 8) are lower than current standards pointing out this seems to be contradictory to Ms. Grant’s statement that they were tightening the standards.  Ms. Grant pointed out in homeownership programs the City uses rehab standards and that can become very expensive.  She stated this is a program to help get housing to meet code standards and will help provide money to investors to provide the basic systems comply with code, etc.  That is where we would like to see the City’s money invested and the homeowner or investor would need to put in dollars also.  
Mr. Crowder pointed out as he understands this is to be a city-wide program but it seems like this program would be more favorable or go more so into low income census tracts rather than provide housing opportunities city wide.  Ms. Grant stated they want to make the program city-wide but based on the type of housing stock we find in at-risk communities, it is felt that is where the program would be used most and where you have the greatest need and see the most problems.  She pointed out we need a program to address the rental portion of our housing stock.  We are already reaching out to homeowners and we have had relatively good success with our homeowner rehab program but in many areas you see a lot of rental housing that is not maintained and this is a one-vehicle to help address that situation.

Mr. Crowder expressed concern about the criteria and eligibility.  He questioned if there are provisions that would keep repeated violators from getting a loan.  He stated a lot of times landlords let their property run down to the extent that they can qualify for a loan or grant.  Ms. Grant talked about the use of a local property management pointing out if there are problems with owners repeatedly having violations we have the option of calling the note.  She stated the use of a local property management company they feel will help keep away from repeated violations.  
Ms. McFarlane questioned if we had any programs that provide loans for things other than real estate such as loans for small businesses, etc.  City Manager Allen pointed out we have been involved to some extent with a small business program and we have programs such as the façade grants, etc., but mostly housing.  

Mayor Meeker stated he feels we could move forward with the program and analyze it after a couple of years.  Mr. Crowder stated he would like to see more specifics about the monitoring part of the proposal.  He stated some of the property managers do not monitor the property they manage and a lot of the properties are not kept up that good.  He stated he would like to see more criteria in terms of eligibility, monitoring the property, etc.  He stated he feels we should be very specific or have some criteria such as if a person is a repeat violator, have had problems, just what constitutes eligibility and how are the properties to be managed.  

Community Development Director Grant pointed out we do not see applications from offenders or problem landlords as many times they do not want any government oversight.  If they apply for a loan or a grant they have to provide a lot of information about their income, tax records, etc. and a lot of times the problem landlords or property managers stay away from government assistance.  How this Community Development Department works with the Inspections Department as it relates to the PROP program and training of landlords or people who receive grants was talked about.  Mr. Crowder again stated he would like to see some more specifics as to who would be eligible, monitoring, etc.  He stated he would like to increase home ownership and pointed out we have a lot of communities that have become predominantly rental and it is difficult to get home ownership in those areas.  He stated he knows we are attempting to reduce blight but where we have an opportunity to provide homeowner rather than investors or rental property he feels that would be good.  He feels we should have very tight restrictions.  He would like to see information on repeat violators and at what point they would not be eligible, how it is going to be monitored, criteria and trigger points to call a loan if there are problems and at what point would a property get into the PROP program, just have some trigger points.  He would also like to know what would occur if someone received a loan, utilized the money and then had violations, he wants to make sure we can provide opportunities throughout the city but he would just like to see a little more criteria.  It was agreed to hold the item until the next meeting to allow Community Development to provide some written criteria on trigger points, previous violations, subsequent violations, eligibility, etc.  
Housing Reconstruction – Proposed New Program.  Community Development Director Grant pointed out Council members received the following memorandum in their agenda packet.

Background:  Community Development Department’s Pilot Rehab Program has been in effect for over two years and by most measures has proven to be successful. At the time the Pilot Program was written, it was thought that $45,000, the maximum loan limit, would be sufficient to repair/replace all major systems and provide safe, decent and sanitary conditions for eligible homeowners. However, six homeowners were denied their request for a loan for rehab assistance because it was determined that their dwellings were so severely deteriorated that they were not suitable for rehabilitation. In a couple of these cases, the homes had been cited for code violations. But due to the condition of the home and estimated costs to rehab it to Community Development standards, the applicants did not qualify for assistance under any of our rehab programs. This was the impetus to exploring a Reconstruction Program. Reconstruction is defined as demolishing and rebuilding a housing unit that is deemed not suitable for rehabilitation on the same lot in substantially the same manner. The number of housing units on the lot may not be increased; however, the number of rooms in a unit may be increased or decreased. We studied similar programs offered by other municipalities to determine best practices and created the eligibility requirements for the program based upon our findings.  

Eligibility Requirements: 

Eligible Applicants:

· Applicants who have applied for rehabilitation assistance under one of CD’s rehab programs for homeowners but who were denied assistance on the grounds that the dwelling was not suitable for rehabilitation
, as determined by CD staff

· Applicants’ combined household income must not exceed 80% AMI, adjusted for household size, and be sufficient to pay a monthly payment no more than 30% of the household’s gross income. Priority will be given to elderly homeowners earning at or below 50% AMI, then to non-elderly homeowners earning at or below 50% AMI, then to other low-moderate homeowners up to 80%. 

· Applicant must be the owner-occupant of the dwelling

· Applicant must presently occupy the dwelling and have done so for the past 12 months prior to application (CD reserves the right to make an exception based upon extenuating circumstances; i.e. homeowner was ordered to vacate by Inspections Dept)

· Applicant must have reasonably good credit with a record of prompt payment. 

· Assets cannot exceed $40,000, excluding equity in their primary residence and money invested in tax qualified retirement plans. Applicants who own multiple dwellings will not be considered. 

Eligible Dwellings:

· Dwelling must be located in a low-income census tract area

· Dwelling must be deemed not suitable for rehabilitation, as determined by CD staff

· Dwelling must have a clear title. Dwellings with complicated titles or judgments that attach will not be considered. 

· Dwelling must be free and clear of delinquent taxes and liens (loans secured by the dwelling). Small mortgage balances may be considered for refinancing. 

Loan Terms:

· Maximum loan amount should not exceed $135,000 provided that the loan amount does not exceed 95% of the value of the property, as determined by tax value or “subject-to” appraisal.

· Household income 50% AMI
 or less

1. Interest is 0%

2. Monthly payments set at no greater than 30% of gross monthly income 

3. Term: balloon payment after 20 years (allows for renegotiation of payment)

· Household income 51% to 80
% 

1. Interest rate is 3% fixed

2. Monthly payments set at no greater than 30% of gross monthly income 

3. Term: balloon payment after 20 years (allows for renegotiation of payment)

· Costs related to relocation and demolition assistance will be provided in the form of a grant

· A Promissory Note and Deed of Trust securing a 1st lien 

· Homeowner must be willing to enter into a Recapture Agreement whereby the City will be entitled to a proportional share of appreciation should the homeowner sell the property within ten years

Benefits

The benefit to the owner is that they maintain ownership of the property as long as they live in the new home. As a new house, it will be built to Energy Star standards that make it comfortable and affordable to live in. Without this program, their older home would continue to deteriorate until it is uninhabitable and the homeowner would be forced to relocate, perhaps becoming a burden on a family member, on the community, or worse yet homeless. Reconstruction would also be a benefit to the community as it would reduce blight in the neighborhood. Furthermore, such a program would support Community Development’s Priority One Housing need (as stated in Community Development’s Five Year Consolidated Plan), that is households needing significant rehabilitation assistance

Funding 

There are sufficient funds in the CDBG rehab expenditure account to provide approximately four loans per year. 

Administration 
Homeowners will not apply for funding through this program; rather, applicants who apply for a loan for rehab assistance under one of our existing rehab programs but are denied due to the condition of the home will be considered. Priority will be given to applicants whose homes have been cited for code violations. Consideration will then be based upon date of application. 

Monitoring 

The Community Development Department will establish a monitoring schedule so that each recipient is monitored for income and occupancy requirements every 3 years. 

Community Development Director Michelle Grant highlighted the memo explaining this program gives another tool for homeowners.  She stated the City had a very good outreach with grants and rehab homeowners but from time to time they encounter a case that they do not have a tool by which to address the problem and it is basically very dilapidated housing that is under code and headed for demolition.  She stated they hope to roll out a very limited program that will allow the reconstruction of a home on the existing footprint.  This would be limited to applicants that have already applied for help but the City did not have a tool to help them.  It would be limited to low income census tracts and went through the eligibility requirements as outlined in the memo.  
Mayor Meeker stated this is pretty much what was done to some of the homes on Haywood Street with Ms. Grant pointing out that is correct.

Mr. Crowder questioned what kind of guarantees we would have that the homeowner is able to maintain home after the reconstruction.  He pointed out we have folks that evidently are at an income level that does not provide enough funds to maintain their home in the past and here we are talking about a loan to those folks who might not be able to repay the loan as they have not had the ability to maintain their homes.  He questioned what would happen if there are environmental violations, if they had loans and not have the money to pay the loans, or maintain the property.  Ms. Grant pointed out it is a very restrictive program and would be used in extreme cases.  Many are elderly and there has just been years and years of deferred maintenance.  It is at a point that they are under code violation and it is really almost too late to save the homes.  She pointed out we have an outside servicer who will do property inspections and we will tap an in-staff person who will work with the homeowner so that they understand the structure of the system, etc., they would be able to work with the family on a holistic approach.  
Discussion took place as to whether the person would be eligible if there were criminal activities occurring on the property, how it would play with the PROP program, etc.  Mr. Crowder questioned if part of the money could be used to help maintain the property with Ms. Grant pointing out HUD does not allow for maintenance expense that is an issue and has been an issue in the past.  She stated they can do some additional research and pointed out one of the things they are trying to do is to work with the homeowners through counseling, etc., so they will understand what they need to do to maintain the property.  She stated they are looking at the entire spectrum of what needs to be done.  She stated this would be a very low key program, the City would not go out and announce the program it would be for the cases that have already come and applied for assistance, they would be put in the pot and several chosen.  Ms. McFarlane talked about the monthly payments to service the loan and questioned where the City sees these people getting the money to pay the loan back and what would happen if they could not pay the loan back with Ms. Grant pointing out the City could call the note and foreclose on the property.

Discussion followed on the fact that the loans would be made to people who have already applied the City, would go through the normal underwriting criteria and how this tool would help the 4 or 5 cases that have come to the City but they do not fit the criteria.  In response to questioning from Mr. Crowder, Ms. Grant pointed out they could pull the criminal record of the location/owners pointing out the City does not typically use that but they can certainly add it as criteria.  Mr. Crowder pointed out another element which comes into play is that some elderly get to the point that homeownership and maintenance is beyond their capacity and what point do we see and recognize that and work toward another solution.  In addition we need to make sure that there is someone to help oversee the issues to help the elderly to understand what is being proposed and just make sure we do not put them in a position that they could lose their homes.  Ms. Grant again pointed out they would tap one of the staff members to be an advocate to help them.  What they would like to do is to roll out the program in a very small way and review it a year from now.  In response to questioning from Mr. Crowder, Ms. Grant pointed out most of these would be in the low income census tracts which are in the southeast/southwest and portions of the northeast.  She does not expect this program to be expanded city-wide.  In response to questioning, Ms. Grant pointed out they see the program being funded at $200,000 to $300,000.  Mayor Meeker moved approval of the program as proposed.  His motion was seconded by Mr. West.  Mr. West pointed out it appears that we may need some legal assistance in the area of elderly law for those who do not have access to make these decisions with Mr. Crowder agreeing but pointing out it is not just legal issues.  A lot of times there are sentimental issues that keep people from making correct decisions and they make decisions that are not good in the long run.  The motion as stated was put to a vote which passed unanimously.
Item #07-38 – Assessments – Triangle Greenways Council.  Committee members received the following memo in their agenda packet.

Mr. David Permar has submitted a request to the City Council to waive all water, sewer, sidewalk, stormwater, or street assessments for 29.66 acres of land located at 4701 Rock Quarry Road and at 2549, 2553, 2601, and 2605 Friendly Trail. There are currently active and/or pending assessments against each of these properties.

In 1990, the property located at 4701 Rock Quarry Road was assessed $6,090.85, based on its abutting footage, for the water main in Rock Quarry Road. This assessment became due and payable when the property was annexed on 6/30/2005. As of 11/5/2008, records indicate that no payments have been received, leaving a balance of $7,314.32 in principal and interest due for the property. Additionally, there are pending paving and sidewalk assessments against this property for the upcoming Jones Sausage Road widening project which is scheduled for completion in late 2010.

All of the properties in question have pending assessments for the Green Valley/Garden Acres water and sewer projects. Staff is in the early stages of calculating the assessments for these projects and expects to have an assessment roll prepared for confirmation in early 2009.

The placement of a conservation easement on the land would prohibit development, resulting in no benefit to the property from the improvements. As long as the conservation easement is made permanent, staff supports the waiving of assessments against these properties. If the easement is not permanent, making the assessments contingent upon future development would not be staff’s preference, since such arrangements are difficult to track. Additionally, care needs be taken to prevent the dedication of conservation easement from interfering with the City’s right of way needs for the Jones Sausage Road widening project since the design plans, as referenced on the attached sheets, call for the road to be shifted to the north to accommodate the new bridge across Big Branch Creek. Since this property is being acquired for dedication to the City, staff recommends that the right of way and easements required for the Jones Sausage Road Project be dedicated prior to the dedication of the conservation easement.

City Manager Allen pointed out it seems that the request is premature.  If Mr. Permar is looking for a signal as to whether the City would or would not waive the existing and future assessments that is one thing, but until the Triangle Greenways Council has ownership and the conservation easements are in place he does not feel he could recommend approval of any waivers or refunds.  Mr. West stated the memo talks about the possibility of some of these costs being shifted to adjacent property owners if the request is approved with City Manager Allen pointing out that is a possibility.  He stated he feels the Council could make a statement or send a signal as to what they plan to do but he would recommend against any concrete action at this point.  Mr. Permar was not at the meeting.  The Mayor suggested that the item be held until the next meeting pointing out because of the change of the meeting date, Mr. Permar may not have realized the meeting was today.

Closed Session.  Mayor Meeker stated a motion is in order to enter closed session pursuant to G.S. 143-318.11(a)(5) for the purpose of instructing City staff concerning negotiations for properties in the following areas:  1) acquisition of property on Western Boulevard, 2) acquisition of property for a future bus operation center, 3) acquisition of property for relocation of Fire Station 12; 4) acquisition of property on Raynor Road for the PUD Operations Center.  Mayor Meeker moved approval of the motion as read.  His motion was seconded by Mr. West and put to a vote which passed unanimously.  The Committee went into closed session at 11:40 a.m.

Gail G. Smith

City Clerk
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� 	1		2		3		4		5		6


	$31,440		$35,940		$40,440		$44,940		$48,540		$52,140


� A dwelling is considered not suitable for rehabilitation if it is in such substandard condition that it is neither structurally nor financially feasible to rehabilitate to meet minimum housing and CD standards within the allowable per unit maximum limit ($45,000 under the Pilot Rehab Program) or where the cost of the rehabilitation is greater than the cost to reconstruct. 


� 	1		2		3		4		5		6


	$26,200		$29,950		$33,700		$37,450		$40,450		$43,450


� 	$41,950		$47,900		$53,900		$59,900		$64,700		$69,500
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