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Plazadelas Flores: A Case Study in
Preserving At-Risk Housing

Executive Director’s Note: In our January issue, we talked about the more than 70,000
federally subsidized apartments in California that are at risk of conversion by owners who
may not be aware that they can sell their properties at fair market value to organizations
who will renovate them and keep these homes affordable. In this issue, we describe an
example of how a nonprofit housing developer used an innovative acquisition financing
product to persuade a major for-profit real estate company to sell them the property so it
can be preserved. There are a wide range of at-risk properties potentially available and
many of them will have different challenges, but the story of how Plaza de las Flores was
preserved by Christian Church Homes of Northern California illustrates how some of these
financing products are being used by nonprofit developers to preserve at-risk housing.
Please do not hesitate to contact me or Elyse Perry if you are interested in learning more.
-Matt Schwartz

Project Background

Plaza de las Flores is a 101-unit affordable senior apartment complex in Sunnyvale,
California. It was constructed in 1983 with a HUD-insured 221(d)(4) mortgage and 100%
project-based Section 8 rental assistance with a 20-year contract term. In 2002, the owner,
Forest City Properties, notified the property management agent, nonprofit Christian Church
Homes of Northern California (CCH), that the original 20-year Section 8 contract was set to
expire in November of that year and they wanted to sell the property and did not wish to
renew the Section 8 contract. Furthermore, Forest City was clear that they wanted to be
paid market value for the property and that they wanted to close the deal as early as
possible in 2003. Recognizing the need to preserve the deep affordability for these very
low income elderly households, most of whom earn less than 25 percent Area Median
Income (AMI), CCH contacted CHPC and asked for help in purchasing Plaza de las Flores
in a way that would meet Forest City’s needs as seller and still preserve the homes of the
very low income seniors. One key fact in the project’s favor was it's relatively good
condition due to CCH'’s careful property management.

Acquisition Financing Challenges and Innovations

In anticipation of a case like this where the buyer would not have enough time to get its
permanent financing commitments together before closing on the deal, CHPC had been
working closely with the California Housing Finance Agency (CalHFA) to design a new
Preservation Acquisition Program using funds specifically designated for this purpose in the
Proposition 46 housing bond, which was approved by voters in November 2002. One of
the features of the new program is a commitment to close the two-year acquisition loan in
less than 120 days from application. To make this time frame possible, CalHFA agreed
that they would not require the borrower to provide commitments for permanent financing,
since it is extremely difficult to obtain the necessary allocation of 9% tax credits or tax
exempt bonds with 4% credits and Multifamily Housing Program (MHP) funds in this time
period. CalHFA also had to agree to streamline its due diligence review of the project and
to defer interest on its portion of the loan. But the most important feature of the new loan
product is its ability to make loans at 100% loan to acquisition cost even when this amount

exceeds 100% loan to value.
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Financing Details

The CalHFA acquisition loan amount was $13,505,000, of which $9,410,000 was from
CalHFA funds loaned at 4% interest only for two years and the remaining $4,095,000
was a loan of Proposition 46 bond funds at 3% simple interest deferred for two years.
One hundred percent of the purchase costs were funded by the acquisition loan, which
had a term of two years.

The permanent financing for the project, which is scheduled to close this month, will take
out the Acquisition Loan using a CalHFA 30-year 501(c)(3) loan of $8,610,000, an MHP

loan of $3,531,775 and subordinate loans totaling $1,950,000 from the City of Sunnyvale
and the Santa Clara County Housing Trust Fund. Another important financing source is
the $897,640 in Residual Receipts funds CCH negotiated with HUD to release to CalHFA
and the project as a source of permanent funds to take out the Acquisition Program loan
and/or fund rehabilitation. In addition, HUD has permitted project to capture excess cash
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The sources and uses of the acquisition and permanent financing are shown below:

SOURCES: Acquisition | Permanent USES: Acquisition| Permanent
Name of Lender / Source Amount Amount Acquisition 13,000,000 | 13,000,000
CalHFA First Permanent Loan 0 8,745,000 Rehabilitation 0| 1,408,245
CalHFA Acquisition Loan 9,410,000 0 Prop. 46 HCD Interest 0 245640
Prop 46 Bond/HCD Funds 4,094,999 0 Architectual Fees 0 50,000
gi(t:yDof'\gEnyvale 8 ii;éggg Survey and Engineering 7,800 7,800
Santa Clara Housing Trust 0 500,000 tg:: ::rgz(;unds 32(13(1)3 13?:;3
Subtotal 3rd Party Financing | 13,504,999 | 14,266,775 Leqal Fees 10’000 361000
Purchased Reserves 369,137 369,137 ega ’ ’

HUD Residual Receipts 897,640 | 897,640 | [Reserves 1,266,777 | 394,320
Property Tax Refund 0 300,284 Cont_ract Costs 47,777 59,500
Deferred Developer Fee 0 13,665 | |Contingency 174,208 410,707
Cash Flow Reserve 0 505,266 | |Local Fees 0 15,000
Prefunded Costs 0 173,209 Other Costs/Financial Consultan 7,500 38,500
Total Equity Financing 1,266,777 | 2,259,201 | |Developer Fee 75,000 589,000
TOTAL SOURCES 14,771,776 | 16,525,976 TOTAL USES 14,771,776 | 16,525,976

Challenges/Key Issues to Consider

One of the biggest challenges for CCH and CHPC was working through the potentially conflicting regulatory requirements of
the HUD Section 8 contract renewal process with the requirements of the Preservation Acquisition Program. Ultimately, CCH
was able to obtain a 20-year renewal of the Section 8 contract, although the hoped for increase in rents through the mark up
to budget process did not materialize due to the substantial decline in the Silicon Valley rental market that occurred leading up
to the renewal process. However, HUD’s willingness to allow the accrued Section 8 Residual Receipts reserves of almost
$900,000 to be used for the renovations, made it possible for the project to be financed without requiring a syndication of Low
Income Housing Tax Credits.

About Christian Church Homes

Christian Church Homes of Northern California, was founded in 1961 in Oakland, CA. CCH manages more than 4,500
apartments serving more than 5,500 seniors in 38 communities in five states. CCH has participated in the development of
more than 20 affordable senior complexes. In 2001 CCH expanded its mission beyond managing facilities for others and
began acquiring and preserving properties for their own portfolio. CCH is currently preserving 231 units of affordable senior
housing by acquiring and rehabilitating two at-risk HUD insured properties, including Plaza de las Flores.
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