SACRAMENTO
HOUSING AND REDEVELOPMENT
AGENCY

April 17, 1990

Budget and Finance Committee
of the City Council
Sacramento, CA
Honorable Members in Session:
SUBJECT: Multi-Family Bond Default-Based Current Refunding Smoketree Apartments
SUMMARY

4111

The attached report is submitted to you for review and
recommendation prior to consideration by the City Council of
the City of Sacramento.
RECOMMENDATION
The staff recommends approval of the attached resolution
approving the refunding.
Respectfully submitted,

ROBERT E. SMITH
Executive Director
TRANSMITTAL TO COMMITTEE:

Deputy City Manager
Attachment

MAILING ADDRESS: P.O. Box 1834, Sacramento. CA 95812-1834
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SACRAMENTO
HOUSING AND REDEVELOPMENT
AGENCY
April 24, 1990

City Council of the
City of Sacramento
Sacramento, California
Honorable Members in Session:
SUBJECT: Multi-Family Bond Default-Based Current Refunding Smoketree Apartments
SUMMARY

The City Council is requested to approve the attached resolution
that: 1) authorizes the issuance of default-based refunding bonds
for Multi-Family Mortgage Revenue Bonds Issue 1983A - Smoketree
Apartments; 2) approves the various bond documents and provides for
their execution; and 3) authorizes the signing of a purchase
contract for the refunding bonds subject to approval of the sale by
a pricing committee.
BACKGROUND

In 1983, the City issued $15,830,000 in multi-family housing bonds
(Issue 1983A) for Smoketree Apartments, a 520 unit complex located
at 3334 Smoketree Drive in South Natomas at the Southeast quadrant
of the interchange of 1-80 and 1-5. The project owner, Consolidated
American (ConAM), has requested a "default-based refunding" of the
original bond issue in order to reverse the documented economic
distress of the project through a lower interest rate on the
mortgage. Based upon Agency staff review of the facts of the
Smoketree project, supported by information supplied by ConAm and an
independent analysis by Spear Street Advisors (a real estate and
financial consultant), this report recommends refunding of the bonds
and reissuance of tax . exempt bonds to refinance the mortgage on the
project.
BASIS FOR THE DEFAULTING OF THE BONDS

There are two types of tax exempt bond refundings. The first is at
a scheduled optional prepayment date as provided for in the bond
documents. An optional prepayment requires payment of a premium,
typically two to three percent of the bond amount, to the
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bondholders for the inconvenience of having bonds redeemed earlier
than the bond maturity date. The second refunding option entails
a technical or monetary default that triggers a bond redemption, and
makes possible a bond refunding. A technical/monetary default
occurs when the developer defaults on the loan repayment to the
lender. Failure to repay must result from economic circumstances
of the project outside the developer's control. For example, high
vacancy rates, project damage or lower than projected rents
resulting in the project being unable to support its debt and
operating expenditures. With a default based refunding, a
prepayment premium is not paid.
The Smoketree apartments project defaulted on its loan repayment on
November 1, 1989. Although the project's optional prepayment dates
are April 1st and October 1, of each year, ConAm chose not to
exercise the prepayment option on April 1, 1990. The project wa
already in default on its mortgage and ConAm was not able to pay t
premium amount of $316,600 (2% of the bond amount $15,830,000). 1
Smoketree project owner has requested a current refunding under the
default based provisions of the bond documents.
HISTORY OE SMOKETREE APARTMENTS ECONOMIC DISTRESS

The •Smoketree Apartment project, built in 1984, financed at an
interest rate of 10% with the proceeds of City Bond Issue 1983A,
has experienced financial difficulties from the beginning of its
operation. Of the 520 project units, 104 are set aside for low
income households (80% of the median income). ConAm acquired the
project from 700 Market Associates II in July, 1984 for a purchase
price of $20,638,360.
The project was built during a period when many other similar
multifamily. projects came into operation in the South NatomasLarea,
thus limiting its share of the potential market. Due to these
market conditions, collected rents have been much lower than
originally projected rents, vacancy rates higher than originally
expected and rent increases have fallen short of original
projections. As a result, the project has never generated
sufficientIcash flow to service the debt.
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From June 1984, when ConAm purchased the project, until the present
operating deficits have been incurred which exceeded $1.3 million.
These deficits were financed from the following sources:
A.

$500,000 in capital provided by Smoke Tree Investors, Ltd.,
the limited partnership that owns the project in which
ConAm is the general partner;

B.

A $700,000 negative cash flow loan provided by the lender,
1st Nationwide Savings; and

C.

General partner loans amounting to $102,000

ConAm stopped making mortgage payments as of November 1, 1989 to 1st
Nationwide Bank, thus defaulting on their loan. The Bank
subsequently issued a Notice of Default and has filed that notice
with the County Recorder, placing the project in the foreclosure
process.
Pursuant to recently adopted City policy, the Agency hired a
consultant to 'verify the economic condition of the project. A copy
of the report is enclosed as Attachment A. The consultant's
findings are summarized as follows:

8

The project has experienced a net negative cash flow since
1984, with a peak annual negative amount of -$411,841.
(See Attachment A, Exhibit 1.)

•

Net negative cash flow for 1989, assuming payment of the
November and December mortgage amounts, would have totalled
-$105,000.

o

Rent levels are slightly below area market rents, with
expense levels and management fees in line with market
levels.

o

Mortgage payments for 1990 have not been made.

o

The current principal debt balances on the property are as
follows:
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1st Deed of Trust - Bond
Deferred Down Payment (2nd loan)
ConAm

(3rd loan)

Negative Cash Flow Loan

RATE

DUE

$15,499,000

10%

1993

2,775,360

10%

1987,

102,000

11%

19911

700,000

11.25%

1998

10%

1998

(Note: Purchase Money Note Investor Installment - paid 1987)

1.165,000

TOTAL

$17,466,000

o

Based on an assumed Capitalization Rate of 8.5% t'
estimated value of the project is $20,037,294. The currei:
total debt of $20,505,360 is 102% of the estimated value.

o

The project was analyzed by the consultant under three
scenarios, as shown in Attachment A, Exhibits 2, 3 and 4:
1.

Exhibit 2 provides five year cash flow projections
assuming no refinancing of the existing first mortgage
loan. After 1990, the project has sufficient cash
flow to cover its first mortgage (the bond loan), and
cover replacement reserves. Only in the third year
would sufficient funds be available to begin making
payments on the second and third loans. The total
debt Loan to Value ratio is 86% in 1990 and the Debt
Service Coverage ratio is 1.02.
1

2.

Exhibit 3 provides five year cash flow projections
assuming conventional financing (10.25% interest).
After 1990, the project has sufficient cash flow to
cover its first mortgage (bond loan) and replacement
reserves. Sufficient funds are available to cover the
second and third loans only in the third year.
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The total debt Loan to Value ratio would be 86% and
the Debt Service coverage ratio (1) would be 1.02, as
well. This is similar to the above scenario, since
the bond loan is at 10% interest.
3.

o

Exhibit 4 provides the five year cash flow projections
assuming a tax-exempt bond refinancing of the first
mortgage at a below market interest rate of 6.75%.
Under this refinancing the project will generate
.sufficient funds to service the debt on the first
mortgage, replacement reserves, the second loan, and
begin paying back the Cash Flow Mortgage. The Loan
to Value ratio on the total debt would be 86% (82% on
the bond debt only) in 1990, with the ratio being
reduced to 58% and 62% respectively by 1994. The Debt
Service coverage RatiO on bond debt starts in 1990 at
1.52 and increase to 1.75 in 1994. Thus, the bond
financed debt would essentially be in-compliance with
the City Council adopted policy that the after . bond
refinancing Loan to Value ratio on the bond debt not
exceed 80%, and the Debt Service Coverage ratio on the
bond debt be no less than 1.10.

The Spear Street Advisors' report, indicates that the owner
of Smoketree will realize a savings of $2,702,608 over the
ten year term of the bonds. This figure represents the
difference between the debt service requirements of the
existing loan and the new debt service on the bond
refinanced loan over the ten year period.

Debt service coverage ratio analyzes how well a project's
cash flow is able to cover its debt service payment. A 1.10 debt
coverage ratio means that there is 10% net income left in the
project, after debt service is paid.
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Another perspective on the bond refinancing savings of
$2,702,608 over ten years is to compute the property owner
savings per set aside unit per month. In this 520 unit
project 104 units are provided below market rents to serve
low and very low income renters. Thus the gross average
savings is $217 per subsidized unit per month over the ten
year term. The savings averaged for the total 520 units
is $43 per unit per month over the ten year term of the
refinancing bonds.
Spear Street Advisors concluded:
1. The Smoketree project continues to suffer financial
difficulties. In 1989, the property was unable to
generate sufficient revenue to cover the debt service
requirements on its first mortgage (the bond loan) and
provide for replacement of capital items.
Based on 1990 projected operations, the property wi•
again be unable to cover its debt service
requirements.
Even in the absence of projected
capitalexperlditIlres , theloropertYwilagerierate
negative cash flow in 1990.
3.

Given the cost of conventional rate financing, a
refinance with a conventional loan is not expected tO
Create enough savings in the debt service to bring the
property into a positive cash flow position
1990.

4.

Based on a refinance of the first mortgage loan using .
tax-exempt proceeds, the property is projected. tO
generate sufficient revenue in 1990 to cover debt
service on all of its debt as well as provide for
capital expenditures. Under this scenario, the Cash
Flow Mortgage is projected to be paid-off in four
years.
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CONFORMANCE WITH DEFAULT-BASED REFUNDING CRITERIA

On March 6, 1990, the City Council adopted a set of evaluation
criteria to provide staff with a mechanism for objectively
evaluating whether the facts of project economic distress, as
presented by the property owner, support the refunding of the bonds
and reissuance.of debt. Thus, for the purpose of due diligence,
Agency staff has followed the adopted refunding criteria. Attachment
"B" summarizes staff's investigation related to and compliance with
these criteria. Key findings and agreements are that:
o

The default notice was recorded on March 12,
1990.

o

The developer, lender and lenders financial
advisor will indemnify the City and City
Investment Banker against all claims arising from
the refunding.

o

The regulatory agreement will be extended for the
longest term of bonds, from May 1, 1990 to May 1,
2000, with an option to extend for another ten
years. The project will provide 13% of its units
to lower income households and 7% to very low
income households at restricted rents.

o

The developer has made a partial upfront payment
of administrative fees.

The current refunding will be secured by a direct pay Letter of
Credit from 1st Nationwide Bank. The bonds will be AAA rated. The
refunding bonds will be variable rate bonds, which means the
interest rate is reset every seven (7) days. Variable rate bonds,
because they are remarketed every seven (7) days provide a lower
interest rate than long term fixed rate bonds. However, because the
interest rate changes every week, the developer takes some interest
rate risk. In today's market, the seven day rate is just under
5.5%. Long term rates are around 7.25%. On top of the bond rate
the developer will pay a one point Letter of Credit fee.
The finance team is comprised of: PaineWebber as Underwriter, 1st
Nationwide Bank as Letter of Credit provider, Silverstein & Mullens
as Underwriter's Counsel and Stradling, Yocca, Carlson & Rauth as
Bond Counsel.
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CONCLUSION

The bond documents clearly provide for a default based current
refunding of bonds at any time. Agency staff, bond counsel and an
independent financial analyst have found that the facts as presented
by the property owners provide sufficient basis for the defaulting
on the bonds. The Smoketree project has had financial distress
since 1984 and will likely continue to be marginal without the
proposed bond refinancing. Should the City Council not approve the
refunding, the bank indicates that they will foreclose on the deed
of trust, take back the property, redeem the bonds and extinguish
the Regulatory Agreement. Thus, bonds are expected to be redeemed
whether or not the refunding occurs. In addition, the existing 104
below market rental units would be lost from the City's inventory of
sudsidized rental housing. Given the facts documenting the long '
term economic distress of this project, staff recommends approval of
the default based refunding of the bonds rather than allowing a
foreclosure and loss of needed subsidized rental housing.
FINANCIAL DATA
The property owner, ConAm will pay an annual administrative fee of
.12% of the original principal amount of bonds or $18,996 per year.
In addition, the owner will pay 25 basis points at bond closing or
$39,575, less amounts ($2,000) already prepaid. These fees will be
placed into the multifamily mortgage revenue bond fund for
allocation during the annual budget cycle.
ENVIRONMENTAL REVIEW
The proposed actions are exempt from environmental review per CEQA
Guidelines Section 15378(3)(3); NEPA does not apply.
MBE/WBE REVIEW
The action requested in this report has no MBE/WBE implications.
• POLICY IMPLICATION
The action proposed in, this staff report is consistent
previously approved policy on current refundings.
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VOTE AND RECOMMENDATION OF COMMISSION

At its meeting of April 16, 1990, the Sacramento Housing and
Redevelopment Commission adopted a motion recommending approval of
the attached resolution. The votes were as follows:
AYES:
NOES:
ABSENT:
RECOMMENDATION

The City Council is asked to approve the attached resolution that:
1) authorizes the issuance of default based refunding bonds for
Issue 1983A; 2) approves the various bond documents and provides for
their execution; and 3) authorizes the signing of a purchase
contract for the refunding bonds subject to approval of the sale by
a pricing committee.
Respectfully submitted,
61627.C.4:26(
R ERT E. SMITH
Executive Director
TRANSMITTAL TO COUNCIL:

WALTER J. SLIPE
City Manager
Contact Person: Thomas V. Lee, 440-1357

F:\PLF\JIM\smoke.st

(9)

RESOLUTION NO.
ADOPTED BY THE SACRAMENTO CITY COUNCIL
ON DATE OF

RESOLUTION OF THE CITY OF SACRAMENTO
APPROVING DOCUMENTS FOR
THE ISSUANCE OF MULTI-FAMILY HOUSING REVENUE
REFUNDING BONDS (SMOKETREE APARTMENTS)
WHEREAS, there is a shortage in the City of Sacramento
(the "City") of rental housing, particularly of such housing for
persons of low or moderate income, and a consequent need to
'encourage the construction of rental units for such persons and
otherwise to increase the housing supply in the City for such
persons; and
WHEREAS, the City of Sacramento has previously issued
and sold its $15,830,000 Multi-Family Housing Revenue Bonds,
Issue 1983A (the • "Prior Bonds") to
. finance a 520 unif
multi-family housing development (the "Project") located within
the incorporated area of the City and owned by Smoke Tree
Investors, Limited, A California Limited Partnership (the
"Developer"); and
WHEREAS, the Developer has defaulted on the project
mortgage with 1st Nationwide Bank, who has issued and recorded
with the County Recorder a Notice of Default; and
WHEREAS,
the original
bond
documents provide
for
refunding of the bonds due to economic defaults' of the project;
and
WHEREAS, the City is authorized pursuant to Chapter 3,
Part 1, Division 2, Title 5 of the Government Code of the State
of California (the "Act") to issue bonds to refund the Prior
Bonds and the Developer has requested such 'refunding so as to
achieve savings; and

FOR CITY CLERK USE ONLY
RESOLUTION NO.:
DATE ADOPTED:

City
is. willing- to provide
the
for
the
WHEREAS,
issuance, sale and delivery of such refunding bonds entitled
Multifamily Housing Revenue Refunding Bonds, 1983 Issue
A"
(Smoketree Apartments) (the "Bonds) on the terms and conditions_
set forthin the Program Documents (as hereinafter defined); and
WHEREAS, all. acts, conditions and things required by the.
Act, and by all other laws of the State of California, to exist,
to have happened and to have been performed precedent to and in
connection with the issuance of the aforesaid revenue bonds
exist, have haPpened, and have been performed in regular.and due
time, form and manner as required by law, and the Authority is
now duly authorized and empowered, pursuant to each and every
requirement of law, to issue such revenue bonds for the purpose,
in the manner and upon the terms herein provided;' and
. WHEREAS, Said revenue bonds are to be issued hereunder
in an aggregate principal amount not to exceed $15,830,000.
NOW,' THEREFORE BE IT RESOLVED BY THE CITY COUNCIL OF THE
CITY. OF SACRAMENTO':
Section 1.
true and cOrrect.

The above recitals, and each of them, are

Section 2.
The City hereby approves. the inclusion of
the Project in 'the City's program for the purpose of increasing
the supply of lower income multifamily rental housing in the City.
Section 3.
The proposed foraL of Loan Agreement
presented at this meeting is hereby approved and the Mayor of the
City of Sacramento,. or the Executive Director of the Sacramento
Housing and Redevelopment Agency (the "Executive Director") and
the Clerk of the Sacramento Housing and Redevelopment Agency (the
"Agency"), are hereby 'authorized and directed, for and in the
name of the City,- to execute a Loan Agreement with respect to the
Project in substantially the form 'hereby approved, with such
changes therein as the officers executing the same may approve,
such approval to be conclusively evidenced by the execution and
delivery thereof.
Section 4.
The proposed form of Amended and Restated
Regulatory Agreement and Declaration of Restrictive. Covenants
(the "Regulatory Agreement") presented at this. meeting is hereby
.approved and the Mayor Of the city of Sacramento or the Executive
Director and the Clerk . Of the Agency are hereby authorized and
directed, for and in the name of the City, to execute a
Regulatory Agreement with the Developer with respect to the
Project in Substantially the form hereby approved, with such

FOR CITY CLERK USE ONLY
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1
schanges therein as the Officers executing the same may approve,
such approval to be conclusively evidenced by the execution and
delivery thereof.

.

Secticin 5.
The proposed form df Intercreditor Agreement
presented at this meeting is hereby apprOved and the Mayor of the
City of Sacramento or the Executive Director and the Clerk of the
Sacramento Housing and Redevelopment Agency are hereby authorized
and directed, for and in the nairie of the City, to execute an
Intercreditor Agreement, with respect to the Bonds', with the
Trustee (as defined below) and 1st Nationwide Band as issuer of
the Letter of Credit securing the Bonds in substantially the form
hereby approved, with such changes therein as the officers
executing the same may approve, such approval to be conclusively
evidenced by the execution and delivery theredf,
Section . 6.
Pursuant to the Act, .the Bonds shall be sold
issued from time to time as. hereinafter .provided in such
aggregate principal amount as may be specified in the BOnd
Purchase Agreement hereinafter mentioned, but in no .event to
exceed an aggregate principal amount -of $15„.830,000.. The
putpoSes forhich the proceeds of the BondS shall be expended
are the making of 'a loan to the Developer in accordance with the
Loan Agreement with respect to the Projeat and the refunding of
the Prior Bonds and such other purposes as are set forth in the
proposed forM of Indenture of Trust presented at this meeting
'(the lIndentyre"). The City hereby approves the making of the
loan to the Developer pursuant to the Loan Agreement.
And

-

Section
7. • Security. Pacific
(the
National
Band
7Trustee") is hereby appointed as Trustee for the City and the
Owners of the Bonds with respect to the. Bonds, with the duties
and powers of such Trustee as set forth in the Indenture. The
Trustee is hereby requested. anbd- directed to authenticate the
Bonds by . eXe'cuting the Trustee's . certificate of authentication
and registration appearing thereon and to deliver the Bonds, when
duly executed' and authenticated, to the parties named in the Bond
Purchase Agreement hereinafter mentioned in accordance with
written instructions executed on behalf of the City by the
Executive Director, or his designee, which instructions said
officer is hereby authorized and directed, for and in the name
and on behalf of.the City, to execute and deliver to the Trustee-

Section 8.
The proposed form of Indenture is hereby
„approved and the Mayor of the City of Sacramento or the Executive
Director and the Clerk of the Agency are hereby authorized and
directed for and in the name and on behalf of the City to
execute, acknpwledge and deliver to the Trustee an Indenture in
substantially, said form with respect toithe series of bonds to be
issued to each Project, with such additions thereto and/or
changes therein as the officers executing the same may approve
FOR
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(consiatent with the Bond Purchase Agreement approved pursuant to
this resolution), such approval to be conclusively evidenced by
the execution and delivery thereof -.
The form of the Bonds as set forth in the
Section 9.
form of Indenture .(as the Indenture may be modified pursuant to
the preceding section hereof) is hereby apprOved. The Mayor of
the. City of Sacramento is hereby authorized and directed to
execute, by manual or facaimile signature in the name and on
behalf of the City and under its seal, the Bonds to be issued
pursuant to each Indenture in an amount which in the aggregate
des not exceed the aggregate principal amount set forth
hereinabove.
Section 10, The Preliminary Official Statement. relating
to the Bonds presented at this meeting is hereby approved in
substantially the form presented with such changes thereto as may
be approved by the Executive Director or. his designee, and such
changes as may 'be required by the City's Bond Counsel; and the
distribution of such Preliminary Official Statement in connection
with the sale of the Bonda, with such changes included, is hereby
authorized.
Thern form' of Bond Purchase Agreement
Section 114
presented at this meeting and the sale of the Bonds from time to
Lime pursuant thereto are hereby approved, provided that the
purchase price of the Bonds and rates of interest thereon with
respect to each such sale of Bonds shall have been approved by at
least two of the following: the Treasurer of the City of
Sacramento (or his designee), the Mayor of the City of Sacramento
_(or her designee), and the Executive Director (or his designee);
and, subject to such approval, the Mayor of the City of
Sacramento or the Executive Director are hereby authorized and
directed to evidence the City's acceptance of the offer made by
said Bond Purchase 'Agreements by executing and delivering said
Bond Purchase Agreements in said form with such changes theretn
as the officers executing the same may approve, such approval to
be conclusively - evidenced by the execution and delivery thereof.
Section 12. The Executive Director, or his designee, is
hereby authorized and directed to execute and sign any and all
approvals, certificates, statements, requests, requisitions and
orders of the City in connection with the Program, including, but
not limited to, a final Official Statement relating to the Bonds,
a memorandum of assignment of deed of trust and any certificate
of acceptance with respect to the real property for the Projects.
The officers of the City of Sacramento and
Section 13.
of the Sacramento Housing and Redevelopment Agency are hereby
authorized' and directed, jointly and severally, to do any and all
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things; to execute and deliver any and all dOcuments
but not .lipited to, a final Official Statement relating to theBonds; and any endorsements of the 'Developer Note and assignment..
of the City's interests under the 'Program documents) which' . .they
may deem necessary or advisable in order to consummate- the
issuance, 'sale and delivery of the Bonds, and otherwise to
effectuate the purposes of this resolution; and such actions
previously - taken by such officers are hereby ratified and
confirmed. Should the mayor of the City of sadtamentO be
unavailable to execute anyof the documents specified above, than
any other available member of the City Council is hereby
authorized to sign such documents on behalf. of the City in the
place Of such officer., All documents signed by the facsimile
signature of. any member of the City Council of the City Of
Sacramento or the Executive Director shall be deemed to
constitute an otiiinaI Ofsbch document.
Section - 14.
If any sectiOn, paragraph or provision of
this Resolution shall be held to be invalid or unenforceable for
any reason the invalidity or unenfarceabtlity of such . section,
paragraph Ok provision shall not affect any remaining provisions
of'this-Resiblution.
Section 15. This Resolution shall take effect from and
after its adoption

MAYOR

ATTEST.:
CITY CLERK

.
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SPEAR
STREET VISORS
---

(415) 291 7 0200
Fax 14(5) 291-0929
Stock Exchange Tower
• 155 Sansome Street. Suite 650
San Francisco, CA 94104

ATTACHMENT A

Apnl 9, 1990
Mr. James M. Carney
Program Manager
SACRAMENTO HOUSING AND REDEVELOPMENT AGENCY
P.O. Box 1834
Sacramento, CA 95812-1834
Re: Default-Based Bond Refunding Evaluation of Smoketree Apartments
Dear Jim:
In acordance with our March 2, 1990 agreement, the following summarizes our conclusions
with respect to the above referenced matter.
I. OPERATING HISTORY
Exhibit 1 summarizes the operating history of the Smoketree Apartments. The analysis
indicates that the project has consistently experienced negative Net Cash Flow (Net
Operating Income less Debt Service less Capital Expenditures) since its inception in 1984.
Based on a cash flow statement provided by the owner, the property had positive Net Cash
Flow of $1,07,163,- however, the debt service payments on the first mortgage were not made
in November and December of 1989. Based on information provided to SSA, operating
cash flow from the property in November 1989 was used to pay the second-half 1989
property tax installment. Assuming the scheduled debt service payments were made in
1989, the Net Cash Flow to the Smoketree Apartments would be approximately -$171,000,
Negative Net Cash Flow at the property has been steadily decreasing since its peak in 1987
of approximately $411,841.
Based on market research provided by a Sacramento brokerage company, the Smoketree
Apartments is currently operating at rent levels slightly below market for the entire
Natomas area. Expense levels appear to be in line with market levels.
The last column of Exhibit 1 presents hypothetical operations for the Smoketree
Apartments assuming the property was being operated at current estimated market levels
for tents and expenses (actual scheduled debt service was used). The analysis indicates that
the property would operate at slightly above the break-even level on a Net Cash Flow basis
(after debt service), including a Reserve for Replacement of $156,000. However, the
analysis further shows that the property would generate positive Net Operating Income
(before debt service) sufficient to provide a Capitalization Rate of roughly 8.7%. The
Capitalization Rate provides a measure of the return or the earnings of the property
relative to its value (Net Operating Income divided by Purchase Price). Based on
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conversations with people familiar with the apartment market in Sacramento, a Capitalization Rate of 8.5% would be considered commensurate for the property.
In addition to the missed mortgage payments in November and December of 1989, the
owners of the „Smoketree Apartments did not make the January and February 1990
pay ments and there is no indication that the March 1990 payment was made. The missed
mortgage payments through March 1990 total $694,597.90, not including late fees and
accrued interest.
IL ANALYSIS, OF EXPENSES AND MANAGEMENT FEES
The. Srnoketree Apartments operated at an operating expense level of approximately $2,319
per unit or 42%, of total income in 1989. Based on comparisons with property information
provided by local Sacramento management companies as well as on SSA's experience, the
Smoketree Apartments operated at expenses levels roughly in-line with the market in 1989.
SSA estimated market-level expenses at approximately $2,400 per unit or a 42% expenseto-revenue ratio for comparable projects to the Smoketree Apartments. Based on a review
of the owner's l eash flow statements, we did not observe a charge against property
operations for a Reserve for Replacement of capital items. Generally, a reserve of roughly
$300 per unit per year would be normal for a property of this age.
Management of Srnoketree Apartments continues to charge a property management fee of
5 674 which is customary for apartment projects in Sacramento.
• III. REFINANCING ANALYSIS
The property was intially financed with a $15,830,000 first trust deed loan at 10%, the entire
outstanding principal balance of which is due on February 28, 1993. The partnership
(owner) also obtained a second trust deed loan in the amount of $1,200,000 at 10% interest,
due on the maturity date of the first trust deed loan (Feb. 28, 1993). The partnership also
obtained a $700,000 Negative Cash Flow Loan for the purpose of paying any deficits in the
partnership's cash flow from operations. This loan, secured by a third lien deed of trust on
the project, bears interest at a rate of 12% per year (cost of funds plus 2% after Jan. 1,
• 9€:8)and is repaid to the extent cash flow is available from the project. In addition to these
secured loans, die owner also financed investor committments ($900,000) as well as the
down, payment on the property ($2,775,360).
Exhibits 2, 3 and 4 summarize SSA's analysis of a potential refinancing of the first mortgage
loan on the Smoketree Apartments. Exhibit 2 is the 5 Year Cash Flow Projection of the
Smoketree Apartments, based on information from the owner, assuming there is no
relnance of the 'existing first mortgage loan. The analysis indicates that the project is
expected to generate Net Cash Flow after debt service on the first mortgage (and after
capital expenditures) of approximately -$86,865 in 1990. After including debt service on the
second mortgage, Net Cash Flow drops to roughly -$213,235 in 1990. By 1991, the
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prc•perty is expected to provide sufficient funds to cover the first mortgage payment.
However, not until 1992 is the property expected to generate sufficient cash flow to cover
the first and second mortgage loan payments as well as provide funds to begin paying back
the Cash Flow Mortgage.
Exhibit 3 is the 5 Year Cash Flow Projection assuming a conventional rate refinancing of
the first mortgage loan. The analysis indicates that there is not sufficient income to cover
pa) ments on the first mortgage loan and capital expenditures. A negative Net Cash Flow
of $86,578 is projected in 1990 (before payments on the second and third mortgage loans).
Nel Cash Flow at the property drops to -$212,948 after payments on the second and third
mortgage loans. By 1992 there is sufficient revenue available for the owner to begin
payments on the Cash Flow Mortgage. Based on the total estimated loan balance of
roLghly $17,268,182 after the refinancing in 1990, the estimated Loan-to-Value (based on
an 8.5% cap rate) is 86%. The estimated Debt Service Coverage Ratio on the first
mo:tgage loan in 1990 is projected to be 1.02.

Exhibit 4 is the 5 Year Cash flow Projection assuming a tax-exempt bond refinancing of
the first mortgage loan. The analysis indicates that in 1990 the property generates sufficient
revenue to cover debt service payments on the first mortgage and capital expenditures as
• •el.as provide sufficient revenue to cover the second mortgage payment and begin paying
ack the Cash Flow Mortgage. By 1993 the property is expected to generate sufficient
revenue to pay back the Cash Flow Mortgage in its entirety. Based on a refinance of the
firs: mortgage loan in 1990 (and based on a 8.5% cap rate) the total Loan-to-Value Ratio
is estimated at 86% in 1990. The Debt Service Coverage Ratio on the first mortgage loan
in 1990 is approximately 1.52.
The savings to the owner of the Smoketree resulting from a refinance of the first mortgage
loan using tax-exempt bond proceeds would be approximately $4,403,109 over the 10 year
tern of the bonds. This is the difference in the debt service requirements of the existing
loan over the new debt service from the refinance loan over the ten year period. On a
present value basis, the savings would be $2,595,610 at a 12% discount rate.
1V. PROPERTY UPDATE
Ba:ed upon information provided to SSA, the owner of the Smoketree Apartments has
exhausted all available resources to continue funding the operating deficits at the property.
Be!.ides $500,000 of working' capital and a $700,000 negative Cash Flow Loan from First Nationwide Savings, the General Partners have provided loans totaling $102,000.
As discussed above, the property continues to operate at rent levels slightly below current
estrnated market levels. However, the problem may continue to persist as new construction
.iigher quality and amenity levels continues to enter the market. Unless extremely tight
rial conditions occur, these physical qualities as well as the inherent locational attributes
of the property will continue to dictate the rent levels at the property. Based on
information from Coldwell Banker Commercial Real Estate • Services, rent levels in the
(17)
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Na.-.ornas area increased in 1989 only 3% to 4% while Sacramento as a whole increased
roughly 5%. VaCancy at the property reflects overall market averages in the Natomas area.
Capitalization rates for apartment complexes in the Natoznas area comparable to the
Smoketree are estimated at roughly 8.0% to 8.5%. Based on 1989 operations for the
Srnoketree and a 8.5% capitalization rate, owner's equity in Smoketree is estimated at
roughly $2.5 million. The owner has indicated they are now relying on a refinancing of the
existing bond Joan to solve the project's financial problems. The owner has indicated that
Fir t Nationwide is unwilling to provide additional monies to cover operating deficits.
Given that, conservatively, there exists roughly $2.5 million of equity in the project
currently, we would expect there to be sufficient incentive for the owner of the Smoketree
to i:ontinue work lpg with the lender in solving the property's financial problems.
Based on an earlier review, SSA estimated that the owner had roughly $7 million invested
in the property.
V. SUMMARY OF IMPORTANT CONCLUSIONS
I.

The Smoketree continues to suffer financial difficulties. In 1989, the property was
unable to generate sufficient revenue to cover the debt service requirements on all
of its existing debt and provide for replacement of capital items.

2.

Based on 1990 projected operations, the property will again be unable to cover its
debt service requirements. Even in the absence of projected capital expenditures,
the property will generate negative cash 'flow in 1990.

3.

Given the cost of conventional rate financing, a refinance with a conventional loan
is not expected to create enough savings in the debt service to bring the property
into a positive cash flow position in 1990.. -

4.

Based on a refinance of the first mortgage loan using tax-exempt proceeds, the
property is projected to generate sufficient revenue in 1990 to cover debt service on
all of its debt as well as provide for capital expenditures. Under this scenario, the
Cash Flow 'Mortgage is projected to be paid-off in four years.

After you have had a chance to review this information, please contact us if you have any
questions.
'Th:l.nk you for the.opportunity to assist you on. this project.
Sincerely,
Brad Moore
Ma nager
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EXHIBIT 1
OPERATING HISTORY OF SMoKETREE APARTMENTS
($)
1984

CuRRENT

ACTUAL

1986
ACTUAL

(5 MO. ACT)

1985
ACTUAL

1,054,390
406

2,453,465
393

1987
ACTUAL

1988
ACTUAL

1989
ACTUAL

ESTIMATED
MARKET (1)

REvENUE
SCHEOuLED.RENU
PER UNIT/M0

78%

$ OCCUPANCY %

2,614,430
419

92%

87%

825,282

2,253,966

317
70,855

91,990

896,137

2,345,956

38,219

162;108

189,473.

'

74,676

172,445

MANAGEMENT FEES (5%)
REPAIRS I. MAIN .

35,286

TAXES

RENT COLLECTED
PER UNIT/M0
OTHER INCOmE
TOTAL

. 361

2,667,450
427

2,283,710

2,744,377
'

88%
2,357,838

366
154,241 .

90%

91%

2,483,614

2,652,450

3,118,788
500
901
2,806,909

378

398

425

450

169,362

167;865

241,169

241;169

2,527,200

2,651,479

2,893,619

3,048,078

234,951

304,801

257,006

180,174

224,046

196,842

232,444

115,908

129,881

128,757

121,566

143,657

93,212

285,301

317,900

325,736

327,374

313,268
214,566
43,591

2,437,951

.

2,921,388
468

440

EXPENSES
. _
UTILITIES
ADMINI5TRATION'

IN

61,017

205,636

238,708

206,104

210,032

NCE

21,149
0

14,756
0

23,940

x

92,430
•0

0

50,088
15,779

323,559

1,033,828

1,070,894

1,143,554

1,226,482

1,205,881

1,248,000

622

1,988

2,359

2,319

2,400

TOTAL
PER UNIT/YR
EXPENSE RATIO

36%

NET OPERATING /NCOmE
N01/PURCHASE $

572,578
i

TOTAL DEBT SERVICE
DSC RATIO

a

1,367,057

6.4%

2,199
45%
1,383,646

6.6%

.

46%

'

42%

1,424,997

6.7%

1,687,738
8.2%

6.9%

41%
1,800,078
8.7%
---- --1,793,405

532,064

1,635,655

1,751,508

1,795,487

1,793,427

1,515,569

1.08

0.80

0.78

0.77

0.79

1.11

1.00

0

0

0

21,295

65,006

0

(323,527)

(384,451)

1.77X=72272=

CC72.772.22=X

C..=

2.7%

-9.4%

-7.2%

40,514

CASH-ON;CAsHi%)
%AWE

1,312,128

2.8%

CAPITAL EXPENWTURES
NET CASH FLOw

44%

2,059
44%

1,409

.

0

(411,841)
CC

(389,725)
2=

-6.0%

7

107,163

6,673

2277.22=7=72

nnnrn

1.5%

0.1%

-5.7%

CAP RATE OF:

8.0%

7,157,225

16,401,600

17,088,213

17,295,573

17,812,463

21,096,725

22,500,978

8.5%

6,736,212

15,436,800

16,083,024

16,278,188

16,764,671- .

19,855,741

21,177,391

19,805,360

18,691,567

17,299,937

17,204,212

17;466,494

17,363,835

17,363,835

- DEBT PALANCE:(2)
LTY % (TOTAL)
;,80040 ONLY)
MITT

a

8.5%

N/A

294%

121%

235%

103%
(3)

108%
98%

106%

(3,254,767)

(1,216,913)

(926,024)

------- CCXX

XMCCM ° 2

27

96%

104%
93%.

87%
78%
2,491,906

(701,823)
C

82%

•
3X
3813,556
72.22=2:22167

( 19 )

FOOTNOTES:
(t)

MARKET RENTS AND MARKET VACANCY PER COLDWELL BANKER

FOR

FOURTH OUARTER 1989;

MARKET RENT ON RESTRICTED UNITS PER SPEAR STREET ADVISORS.
(2)

DEBT tALANCE IS APPROXIMATE TOTAL PRINCIPAL BALANCE OF ALL LOANS TO PARTNERSHIP
(INCLUDING ANY REGULAOMORTIZATION) INCLUDING:
DEFERRED DOWN PAYMENT:

2,775,360

PURCHASE MONEY NOTE:

1,200,000

NEGATIVE CASH

FLOW

LOAN:

1ST TRUST DEED:
TOTAL

(3)

INITI4 EQUITY

TO PARTNERSHIP

a

700,000
15,830,000
20,505,360

CLOSE OF ESCROW WAS $833,000 DOWN PAYMENT PLUS

ACQUdITION, MANAGEMENT ANO INTEREST COSTS OF 5664,364.
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EXHIBIT 2

CASH

FLOW PROJECTION OF SMOKETREE APARTMENTS
($)

NO REFINANCE OF EXISTING DEBT (1)
1991

1990
PROJECTED

1992

PROJECTED

1994

1993

PROJECTED

PROJECTED (2)

PROJECTED (2)

REtaNUE
SChEDULED RENT (3)
PER UNIT/M0
,$ OCCUPANCY %

2,921,388

3,067,457

448
. 95%

3,220,830

492
95%

3,381,872

516
96%
3,094,689

3,550,965

542
97%

REhT COLLECTED

2,773,648

2,915,969

PER UNIT/M0

444

467

496

• 526

559

188,064

195,587

205,366

215,634

226,415

2,961,732

3,111,556

3,300,055

3,499,997

3,712,077

OPERATING

998,696

1,038,644

1,090,576

1,145,105

1,202,360

TAYES

216,576

220,908

225,326

229,832

234,429

43,290

45,022

47,273

49,637

52,118

1,304,574

1,363,175

1,424,573

1,488,907

2,509

2,621

2,740

2,863

OThER INCOME
TOTAL

3,284,363

569
98%
3,485,662

EXhENSES

INEURANCE

TOTAL
PER UNIT/YR
EXPENSE RATIO
NE" OPERATING INCOME

1,258,562
2,420

42%

42%
1,703,170

1,806,982

• j)EBT SERVICE (1ST TD) (4) 1,667,035

41%

40%

1,936,680

2,075,423

2,223,170

1,667,035

1,667,035

1,667,035

1,667,035

1.02.

1.08

1.16

1.24

1.33

- CAPITAL EXPENDITURES

123,000

113,000

108,000

108,000

108,000

NE - CASH FLOW (AFTER 1ST)

(86,865)

300,388

448,135

DSC RATIO

26,947
r.

• OEBT SERVICE (2ND TO)
- bEBT SERVICE (3RD TD) (5)
NE - CASH FLOW
CASH-ON-CASH %

126,370

2222 2

126,370

-

41%

161,845
Z.ZCtt

2

33C

Zr

126,370

126,370

126,370

35,475

174,018

321,765

0

0

0

(213,235)

(99,423)

UUUUUU LISSOM

seam UUUUUUU

eanamememazza

aaaaaaa mass

axemxing===z

-3.0%

-1.4%

0.0%

0.0%

0.0%

PROPERTY VALUE 8
8.50%

CAP RATE

- "OTAL LOAN BALANCE (6)
LTV RATIO (TOTAL)

20,037,294

21,258,612

22,786,824.

24,416,744

26,154,943

17,318,494

17,275,574

17,203,469

16,944,644

16,289,677

86%

LTV RATIO (BOND ONLY)
O‘NER'S EQUITY

2,718,800
X.MIC=C:XCIC13

81%

75%

69%

62%

72%

66%

61%

57%

3,983,038
-I

5,583,355

7,472,100

9,865,267

r-i 31 UUUUU
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FWTNOTES:
Assumed all existing financing is extended at same terms beyond Feb. 28, 1993 maturity.
Assumed rate . of growth equal to previous years' growth rate.
From Nov. 1989 rent roll; increased annually at 5%.
Scheduled debt service; actual 1989 was approximately 81,389,196 (missed payments
Nov. end Dc., 1989 and Jan., Feb. & Mar., 1990).
(5) Payable to the extent of cash flow available; includes interest at 12% per annum.
(6) Estimate by SSA.
(1)
(2)
(3)
(4)
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EXHIBIT 3
CASH FLOW PROJEcTION OF SMMETREE APARTMENTS
($)
CONVENTIONAL REFINANCE OF EXISTING DEBT (1)
1990
PROJECTED

1992
PROJECTED

1991
PROJECTED

1994

1993
PROJECTED (2)

PROJECTED (2)
..............

REVENUE
SCPEDuLED RENT (3)
PER UNIT/MO

2,921,388

468

oceuPpicy 2

S

REtIT COLLECTED
PER UNIT/HO

95%
2,773,668
.

444

3,067,437
492
952
2,915,969
467

3,220,830

3,381,872

3,550,965

516

542

569

962
3,094,689
' 496

97%
3,284,363

98%
3,485,662

526

559

188,044

195,587'

205,366

215,634.

226,415

2,961,732

' 3,117,556

3,300,055

3,4994 997'

3,712,077

OPLRATING

998,696

1,038,644

1,090,576

1,145,105

1,202,360

TAIES

216,576

220,908

225,326

229,832

234,429

43290

45,022

47,273

49,637

52,118

1,258,562

1,304,574

1,363,173

07I . ER INCOmE
TOTAL
EX1INSES

INLURANCE

TOTAL
PER UNIT/YR

2;420

EXPENSE RATIO

422

2,509
42%

2,621
41%

1,424,573 .
2,740
41%

1,488,907
2,863
40%

1,703,170

1,806,982

1,936,880

2,073,423

2,223,170

- tEBT SERVICE (1ST TD) (4) 1,666,748

1,666,748

1,666,748

1,666,748

1,666,748

. 1.02

1.08

1.16

1.25

1.33

' 123,000

113,000

108,000

108,000

108,000

NEt OPERATING INCOME

DSC RATIO
• CAPITAL EXPENDITURES

NE I CASH FLOW (AFTER 151)

(86,578)
U2=218 ,0=2 -4=M

• bCBUSERVICE (2ND TO)

- tEBT SERVICE (3R0 TO) (5)
NET CASH FLOW
CASH-ON-CASH %

126,170
'

0

27,234
MMMMMM MOOMO

162,132
ati

Z7:11

300,673

448,422

mansamommon

ases.xnuummum

126,370

126,370

126,370

126,370

0

35,762

174,305-

322,052

(212,948)

(99,136)

432=aUXUAGaM=

mnammannomu

==i4s=almmuy

rmages;scusims

mumlimunits

-3.0%

-1.4%

0.0%

0.02

0.0%

0

0

0

PR1PERTY VALUE 8
8.50%

CAP RATE

• IOTAL LOAN BALANCE 16)

20,037,294

21,258,612

22,786,824

24,416,744

17,268,182

17,342,267

17,391,060

17,256,760

.

26,154,943
16,730,185

LTV RATIO (TOTAL)

136%

82%

76%

71%

64%

LTV RATIO (BOND' ONLY)

77%

73%

68%

63%

59%

OwPIER''S EOUITY

2,769,113

3,916,345

5,395,764

7,159,983

aims/m.32Ra

sveanowaxsp

=x3=1:=222=no

ammals.===s1

9,424,758
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F0411110T. ES:
(1) Assumed 1st TO is reftnanced

in

the amount of $15,500A00 and att other ftnanctng In extended

.at some tei-Mm beyond Feb. 2$, 1993. maturity.
(2

Assumed rate

O.f growth equal to previous years' growth rate:

(31 From Nov. 1989, rent roll; increased annUally at 5X.
(4• Assumed $15,560,000 conventional financing at 10.25% (10 year term).
Payable to the extent of cash flow available; Includes interest et 12%
(6) Estimate by

SA.

per annum.

EXHIBIT 4
CASH Row PROJECTION oF smoKETREE ApARINENis
(S)
Tax EXEMPT Bow) REFINANCE of EXISTING DEBT (1)
1991

1990
PROJECTED

1992
PROJECTED

PROJECTED

1993
PROJECTED (2)

1994
PROJECTED (2)

REfENUE
4
•

95%
2,915,969
467
195,587

3,094,689
496
205,366

97%
3;284,363
526
215,634

3,550,965
369
98%
3,485,062
.
559
226,415

2,961,732

3,111,556

34 300,055

3,499,997

3,712,077

998,696
216,576
43,290

1,038,644
220,908
45,022

1,099,576
225,326
47,273

1,145,105
229,832
49,637

1,202,360
234,429

1,258,562
2,420
42%

1,304,574
2,509
42%

1,363,175

1,424,573

1,488,907'
2,863
'
40%

1,703,170

1,806,982

1,936,880

• 2,075,423'

2,223,170

- bEsT SERVICE (1ST ID) (4) 1,120,900
Dsc RATIO
1.52

1,120,000
1.61

1;129,000
1.73

1,272,463
1.63

1,272,463
1.75

113,009

108,000

108,900

108,000

708,880

694,961

SCI, EDuLED RENT (3)

2,921,388

3,067,457

3,220,830

3,381,872

468

492

516

542

PER UNIT/MO

$ OCCUPANCY %

95%

REST COLLECTED

2,773,668

PER 'UNIT/NO

444
188,064

WER INComE
TOTAL

96%

ExiiNsES

,
OPERATING

•

1A)ES
INI1JRANCE
TOTAL
PER UNIT/YR.
'EXPENSE RATIO.
NEI OPERATING DicomE

- CAPITAL EXPENOITURES

mEr

CASH FLOW (AFTER 1sT)

123,090
460,170

573,982

51114411UnnERZ9

-EBT SERVICE (20 TO)
- CEBT SERVICE (3RD TO).(5)

126,370
140,050

NE 7 CASH FLOW

193,750

W A FFFF

126,370'
253,862
193,750

2.7%

2,740
41%

aafl

110 ZZZZZ XAMS

2.6%

842,708
maaava==mun

126,370

126,370

388,760

49,060

126,370
0

519,531

716,338

. 193,750

x

CASH-ON-CASH %

2,621
41%

52,118

amaaaaaaa=a

Kaaaanmalama

Z Samamat

2.6%

7.1%

9.3%

Po4PERTY VALUE 2

8.50%

CAP RATE

- 101AL LOAN BALANCE (6)

20,037,294

21,258,612

22,766,824

24,416,744

20,154,943

17,171,130

16,818,209

16,139,060

15,358,769

15,237,349

LTV RATIO (TOTAL)

, LTV RATIO
00tER'S EQUITY

(BOND ONLY)

66%

79%

77%

73%

2,666,164
==..a

'0

71%
68%
6,647,764

4,440,402
a

'

63%
63%
9,057,974

58%
58%
10,917,595
TAA3=2212404

( 2 5)

(1:. Assumed let TD is refinanced In the &mount of 315,500 1 000 and all other financfng fs extended
at aame term beyond Pelt. 23, 1993 maturity.
<2) Aaaumed.rateof growth ezpal to prevfous years' growth rate.
(1) F'romflliov..1989, rent roll; increased annually at 5Z.
(4) Assumed Si5OO,CO tax-eAempt bond rate financing of 7.0% with interest-only payments in first
three years;•Inludes annual bond related costs of 335,000.
•
(3'.. Payable to the , extent of cash. flow ayeilabie; includes interest at 12%rper ennuis.
-

(6: Eatimate by SSA.
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SACKMIENT4 HOUSING AND REDEVELOP NT AGENCY
ATTACHMENT B

1.

Notice of Default
1st Nationwide issued on November 17, 1990
and filed on March 12, 1990, with the County of Sacramento
Recorder, a Notice of Default triggering the foreclosure
process.
The Bank now has declared its intent to set a
foreclosure sale date, sell the project and then extinguish the
Regulatory Agreement.

2.

Request for Refunding
The project's owners have complied with
each provision, with one exception, including: documentation.
of the economic distress of the project; cash flow statements
indicating negative cash flows for at least six months;
projections of future market rate and set aside rents showing
that future rents cannot support the debt service under the
existing financing; and, copies of certified financial
statements of the general partner, ConAm and the limited
partner, Smoke Tree Investors, Limited.

-

-

The exception involves the administrative fee. The new policy
calls for collection of the administrative fee up front and
noncontingent on the issuance of bonds. This was recommended
so that the staff analysis will not be influenced by an
interest in collection of the fee which was historically paid
upon issuance of the bonds. However, the Smoketree owners had
been led by Agency staff to understand that the Agency
administrative fee would be collected at the close of escrow.
However, the fee collection policy was changed during the
course of the Smoketree refunding review process. In fairness
to the developer, staff recommends an exception to the policy.
ConAm has paid a portion of the fee - $2,000, with the balance
of the fee to be paid at close of escrow.
3.
4.

Refunding Questionaire

-

Owner and lender have complied.

Indemnification
Indemnification of the City and PaineWebber,
our Investment Banker, is being sought from both lender, (1st
Nationwide Bank), and the owner, (ConAm).
Originally, 1st
Nationwide Bank was an equity partner in the development of the
project. Later, the bank sold its ownership interests to
ConAm and then became the lender for the project.
This
relationship is of concern because of the potential for, or
.appearance of collusion among parties to cause a refunding of
the bonds and refinancing at .a lower interest rate than would
be available in the commercial market.
-

(

27)

SACRAMENTO ()USING AND REDEVELOPMENT AGENCY
The City is also requiring indemnification by Pacific
Securities, 1st Nationwide Bank's financial advisor, who
has been involved in several 1st Nationwide bond refundings
in various jurisdictions throughout California.
Furthermore Pacific Sedurities approached the Agency over
nine. months ago on behalf of ConAm and 1st Nationwide Bank
concerning a • default based current refunding on the
•projedt. Staff denied consideration of this request since
the project had not been in default.
5.

Discussions With Lender
Agency staff has discussed with a
representative of 1st Nationwide Bank, the bank's actions to
date to cure ConAm's .default on the loan. The bank
representative indicated that all possible remedies to cure the
default have been exhausted, including: raising rents and
additional capital. According to the bank the market could not
yield additional rent increases. ConAm, the property owner,
already funded up to $1.3 million of operating deficits and it
is not ,able to provide additional funds. The bank has already
provided a negative cash flow loan of $700,000 which has been
expended. The bank is unwilling to provide additional funds.
The bank and the lender maintain that no other solutions to the
default can be implemented other than refunding the bonds and
reducing the debt service on the project through reissuance
-bonds to fund a mortgage at a lower interest rate.
-

Independent Analysis of Project Finances
When the property
owner first proposed the default based refunding in August
1989, the Agency hired Spear Street Advisors, a third party
real estate and financial advisor, to review the financial
condition and future viability of the project under the current
financing and the proposed bond refinancing. At that time the
financial consultant found that there was a sufficient factual
economic basis for the refunding. The Agency has since rehired the consultant to provide an updated review of the
project given new information and more recent project data.
The consultant has confirmed, independently, that there
remains a factual basis for the proposed refunding of the
bonds.
-

7.

Comp14iace With Default Provision of the Bond Documents
Agency counsel has found that the proposed default based
• refunding of the bonds ,would be in compliance with the
provisiOns of the bond documents.

-

Agency Staff Findings
Based on the information provided by
the owner, the analysis provided by the independent financial
• consultant, the review and advice of Agency bond counsel, and
application of the City Counsel adopted "Policy and Criteria
for Evaluation of Bond Refunding of Defaulting Multi-family
Residential Projects," Agency staff, finds that there is
-

(28)

SACRAMENTO •USING AND REDEVELOP NT AGENCY
sufficient evidence that the Smoketree project is in default
and that the refunding and reissuance of bonds to refinance the
project will place the project in a more secure financial
position. Such financial stability of the project will assure
the continuation of the affordable rental units, for, at least,
an additional ten years.
9.

Notice of Agency Recommendation to Property Owner
Agency
staff has provided the draft staff report on the subject
refunding, thus informing ConAm in writing that the facts as
presented by ConAm support the default based refunding of the
bonds. Copies of draft bond documents, including the revised
Regulatory Agreement, indicating the terms and conditions of
the refunding have been reviewed by and agreed to by ConAm.
Further, ConAm has been notified in writing that negotiated
terms and conditions are tentative until a resolution setting
forth such terms and conditions of the default based refunding
of the bonds is adopted by the City Council.
-

10. Loan to Value Ratio/Debt Service Coverage
The project is in
compliance with the criteria of a loan to value ratio of eighty
percent (80%), and with the debt service ratio of 1.10
following refunding of the bonds and project refinancing,
according to the independent consultant, as noted above.
-

11. Regulatory Agreement
The Agency staff and project's owners
have agreed that (a) the refunding bonds have the longest
maturity permitted by federal tax law, not to exceed a maximum
of 20 years, (b) the term of the Regulatory Agreement be
extended to ten years beyond the date of issuance of any
refunding bonds, (May 1, 2000), (c) the Regulatory Agreement
terminate prior to such ten year date only in the event of a
foreclosure which results in a transfer to an owner unrelated
to the owner of record on the date of foreclosure and payment
of all outstanding bonds, (d) the Agency be entitled to
renegotiate the terms of the Regulatory Agreement if the bonds
are to remain outstanding beyond ten years and, if such terms
are not renegotiated to the satisfaction of the Agency and the
City, the bonds are subject to mandatory redemption ten years
following their re-issuance, (e) the existing Regulatory
Agreement be amended so that 13% of the units be made available
to low income tenants earning 80% or less of the area median
income as adjusted for family size and rents not to exceed 30%
of income and 7% of the units in the project be occupied by
very low income tenants at rental rates set by the Department
of Housing and Urban Development under the Section 8 program.
-
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