Notes from Senator Kehoe Meeting

May 13, 2009
Attendees

Senator Christine Kehoe

Legislative staff: Gil Topete, Senator Kehoe’s office, and Mark Stivers, Senate 


Transportation and Housing Committee

Treasurer’s office: Bettina Redway, Blake Fowler, and Bill Pavao

HCD:  Chris Westlake and Kristin Power

Controller’s office: Rick Chavaro
PMIB coalition: Rob Wiener and Julie Snyder (in person), Doris Payne-Camp, Sue 


Reynolds, and Wally Dieckmann (on the phone) 
Note: The questions are from a document prepared by the ad hoc PMIB coalition and shared with attendees prior to the meeting.  Missing numbers indicate questions that were not answered at the meeting.  
Questions

RE:  The April sale of taxable bonds:

1. Q.  An April 30, 2009, memo from HCD said $539.5 million from the bond sale was allocated to the department.  PMIB coalition members attending a later meeting with DOF staff heard them say the department would receive only enough money to carry it through the end of June.  In a subsequent conversation, yet a third number - $695 million - was given as the amount allocated to HCD.  Exactly how much is DOF allocating from the April bond sale to HCD? 

A:  (Nini Redway and Chris Westlake) $697 million, give or take a few million.  Of this, $39 million will be passed through to the CA Pollution Control Financing Authority for brownfield clean-up and $13.3 million will be passed through the Cal-HFA.  
After subtracting the pass throughs, HCD will have $644.7 million.  $180 million of the $644.7 million is from Build America Bonds and can only be use for developments that are eligible for tax exempt financing.  It will cover 18 months of Prop 1C contracts and 36 months for Prop 46.   The remaining $445 million will cover the contracts of developments eligible for taxable financing through December 2009 or January 2010.                            
For developments that make draws throughout the construction process, HCD plans to set aside the full amount of its commitment upfront.  The dept. wants to ensure it has enough money to finish any project that is started.  This includes Cal-HOME, Joe Serna, infill, and TOD developments.  
2. Q: Who decided how much to allocate to home development, loan repayment, high speed rail etc?  What is the rationale for those decisions?  

A:  (Nini Redway and Blake Fowler) AB 55 loans from the PMIA come due when bonds are sold, per PMIA loan rules.  Therefore, the loan repayments had first call on the bonds.  DOF decided how to allocate the remaining bond proceeds based on how much each program needed to carry it through the fall. 

RE:  The HCD list for April bond proceeds:
4. Q:  How will funding determinations be made for projects on the HCD lists?  

A: (Chris Westlake) Projects will receive funds as they meet the terms of their contract.   HCD is still working with some developers who thought they were finished in November, so get the paperwork done completely and in a timely manner.
6. When will the unfunded, but listed, projects receive a firm timeline for funding?  
A:  No one can answer this question.  If the treasurer is able to sell bonds in the fall, money will be available for at least some of those projects. 
7. Q:  A number of our members’ projects that have HCD loan commitments are not reflected on the list, including some late stage projects that need funds now.  When will HCD issue an updated list?  

A: (Chris Westlake) HCD does not plan to issue any more lists.  They will be funding projects as the money is needed. 

RE:  “Self-Help” projects:

8. Q: What is the process and timing for a decision about funding projects with signed commitment letters, but lacking a signed contract? 
A: (Chris Westlake) HCD has received permission from DOF to execute those contracts.
      RE:  “New” Projects

10.  Q: What is the process and timing for a decision about allowing HCD to make new loan commitments?  Applications for MHP, Joe Serna, Cal-Help Self-Help, EHAP, infill, and TOD are all awaiting Loan and Grant Committee awards.
A:  (Chris Westlake) HCD will request authorization next week from DOF for Loan and Grant Committee to make awards.  Department staff continues to score and rank applications for the recent TOD and infill NOFAs and will release the scores this week in order to begin the appeals process.  Some of the program funds are appropriated in the state budget, and therefore must be spent by June 30. 

Developments with expiring tax exempt bond allocations from CDLAC can apply for a reallocation.  However, a reallocation won’t help those that were in DDAs last year but are no longer in one; they really need loan and grant to meet before the deadline.  Nini and Chris Westlake will identify those projects and make sure their HCD applications are included in the request to DOF.   

11. Q:  What efforts can the State undertake to reassure investors and lenders that the state will fulfill its financial commitments?

A:  (Nini Redway) The treasurer’s office met with banks before the April bond sale.  They, HCD, and DOF are meeting again with Wells Fargo, U.S. Bank, Union Bank, Citibank, Bank of America, JP Morgan, and Robobank soon.  They will continue to highlight the treasurer’s plans to sell bonds this fall, but the banks know that the state needs to raise revenues before more bonds can be sold.  They maintain the banks are ok with the current process, other than the uncertainty around state revenues that needs to be resolved through budget negotiations.    

The treasurer hopes to return to the previously-used AB 55 loan process at some point.  For the foreseeable future, however, the state will continue to fund bond projects on a pay-as-you-go basis with G.O. bond proceeds.   
RE:  “Ready to Close” projects:

12. Q:  Federal Stimulus funds have been allocated and will be provided in June to the Tax Credit Allocation Committee.  Can these funds be used to temporarily loan funds to “shovel-ready” projects that are stalled due to the financial crisis, such as the “Ready to close” projects and be repaid from future bond sales?.  Alternatively, could these funds just be granted to the projects to substitute for HCD funds, thereby freeing up additional MHP funds for future projects?


A:  (Bill Pavao) Federal TCAP funds can be loaned for this purpose and repaid for later use in the TCAC program. The amount has not yet been determined.  Several scenarios about which projects should receive the TCAP funds are being explored.  He noted that only about 30% of the TCAC deals receive state g.o. bond awards and that the TCAP stimulus funds were intended to replace lost equity in the 70% that do not. 
Terms used:
“Late stage” projects: Have HCD loan commitments, are under construction, and are awaiting state bond funds in order to complete construction and pay off construction loans.  These projects need HCD funds either immediately or up to the next six months.  Our construction lenders consider most of the construction loans now to be either “troubled loans” or “in default”.  They are waiting to see if these loans will be repaid before they will consider making any new loans.
“Mid stage” projects: Have HCD loan commitments, are under construction, and will finish construction between late fall 2009 through mid-year 2010.  According to HCD's April 30th memo, these projects do not appear to be covered by the funds available from the Treasurer's April bond sale.  Our construction lenders are very concerned about the state’s ability and commitment to fulfill the commitments already made, so developers can pay off the construction loans.
“Self-help” homeownership projects:  Have HCD commitment letters and were awaiting final HCD contracts when the bond freeze was implemented in December 2008.  This is a small group of developments that are in mid-construction or ready for move-in and have already expended significant funds to reach this point.  
“Ready to close” projects:  Have HCD loan commitments and are ready to start construction.  Most already have tax credit and tax-exempt bond allocations and will use Federal stimulus funds through TCAC.  Some need state housing bond funds to begin construction.  They could lose their tax credits or tax exempt bond allocation if the housing bond funds are not provided by the closing deadline.  

Other “ready to close” projects will not need their state housing bond funds until construction is complete (12-20 months from construction start).  However, the construction lenders are unwilling to close construction loans until they know that the bond funds are available.  
All of these projects will provide immediate stimulus to the economy in terms of new construction jobs. 
“New” projects: Have responded to HCD’s Notice of Funding Availability, but have not been awarded funds due to DOF’s freeze on HCD Loan and Grant Committee meetings.  Many will be applying for tax credits in June and will also qualify for Federal stimulus funds.  They will be ready to start construction within the next 4-6 months.  However, these projects are unable to attract investor interest or bank loans because of the financial industry’s concern that the state will be unable to deliver on current and future bond award commitments. 
