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Board of Supervisors
701 Ocean Street
Santa Cruz CA 95060

SUBJECT: Authorize the County Administrative Officer to enter into an Amendment to the
Canterbury Park Affordable Housing Agreement and to Reconvey the County's
Deeds of Trust for the Felton Affordable Housing Property

Dear Members of the Board:

As you know, your Board authorized execution of an Affordable Housing Agreement ("AHA") for the
19-unit Canterbury affordable housing project. The AHA was executed on June 21, 2011, between
South County Housing ("Developer") and the County. In order to induce the construction lender to
provide the construction loan, the AHA requires the County to purchase units that have not been sold
six months after completion. Currently, $5,000,000 of redevelopment housing funding (the "County
Funds") is encumbered to meet this obligation of the AHA.

Based on the continued status of the housing and financial markets, and the decline in townhome
values since the AHA was executed, staff believes there is significant risk that the County would be
required to purchase Canterbury units under the AHA. Because the AHA is a contractual obligation of
the County that cannot be terminated without exposing the County to the risk of litigation, staff entered
into negotiations with the Developer to attempt to provide for alternate security to the construction
lender so that the County Funds could be used to purchase other affordable housing units (some of
which also require rehabilitation).

The Developer has agreed to arrange for the provision of such alternate security, in exchange for the
County's up-front payment of $725,000 of County Funds. This modification to the AHA would eliminate
the possibility that the County would have to buy, hold and re-sell Canterbury units to eligible
purchasers, while at the same time enabling and requiring the Developer to acquire (and rehabilitate as
may be needed) a number of Swan Lake condominium units for use by Developer or other nonprofit
affordable housing operators as housing for special needs populations. Due to actions taken in June
2011, the Redevelopment Agency's Low and Moderate Income Housing Fund ("LMIHF") and the
County other affordable housing funding sources were "over-subscribed", and therefore only
$3,551,050 of the County Funds will be provided from the LMIHF; the remaining $1,448,950 of the
County Funds will be provided from other available County affordable housing sources dedicated to the
Affordable Housing Preservation Program.

Staff believes that this approach is the most cost-effective alternative that wil yield the greatest
affordable housing benefits under the AHA. In exchange for those benefits, the County would agree to
eliminate the County's current requirement that Developer obtain forty eligible applicants prior to
disbursement of the County's development loan. Developer has at least twenty-three eligible
applicants at this time and would like to retain this group of buyers and start construction this Spring.
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The County would further benefit from this modification, in that Developer has agreed to use a portion
of the up-front $725,000 payment of County Funds to obtain a release from the Local Initiative Support
Corporation ("USC") in favor of the County, with respect to an unrelated transaction involving the
County, Developer and USC. That transaction relates to debt owed by Developer to USC, which is
secured by the Developer-owned Felton property. Developer has requested that USC approve a "short
sale" of the property to a buyer intending to use the property for recreational purposes. Because the
County has existing loans secured by subordinate deeds of trust on the Felton property, Developer and
USC have requested that the County reconvey those deeds of trust, which amounts to an
acknowledgement that an affordable housing project is no longer feasible on the Felton site and that
the County loans with respect to the Felton site will not be repaid by the Developer. With the
elimination of the Redevelopment Agency and loss of future tax increment housing set-aside funding,
the County does recognize that an affordable housing project on that site is not feasible. Therefore,
County staff recommends that the Board take action to facilitate a short sale rather than require that
foreclosure proceedings occur, but only in connection with USC's execution of a release, in favor of the
County, releasing any legal claims by USC against the County as related to the Felton site, all of which
is provided for under the AHA amendment.

RECOMMENDATIONS

It is RECOMMENDED that your Board take the following actions:

1) Authorize the County Administrative Officer to execute a First Amendment to the Canterbury
Affordable Housing Agreement, with terms as outlined in the letter presented to the Board;
and

2) Authorize the County Administrative Officer to reconvey the deeds of trust recorded against
the Felton property owned by South County Housing, upon execution by the Local Initiative
Support Corporation of a release of claims related to that property, in favor of the County.

Sincerely,

SAN A. MAURIELLO
County Administrative Director

/1/ ~ slèÁ
Kathleen Molloy Pr visich
Planning Director
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