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TO: John McDonough, City Manager

FROM: Jim Tolbert, Assistant City Manager

DATE: August 4, 2016

ITEM: Section 108 Loan Process

Attached is information regarding the HUD Section 108 loan program and process. The Mayor has
discussed using the 108 program to fast track the sidewalk/ streetscape project currently under design.
The rules of the program are pretty simple. A community can borrow up to five times its approved CDBG
grant amount. For Sandy Springs that would be approximately $2,500,000 based on our current annual
allotment of about $500,000.

Basic rules are as follows:

Repayment can be stretched to 20 years if desired.
The CDBG allocation can be used to repay the loan or other funds can be used for repayment
with CDBG funds continuing to be used for other eligible activities.

CDBG funds are pledged as security for the loan. In addition they may ask for some other security
interest.

Sidewalk/streetscape work is an eligible activity for these funds.
Projects funded must meet basic CDBG criteria and the sidewalk work does that.

While the sidewalk project is an eligible activity there are other uses of CDBG or Section 108 funds.
These include:
- Housing Rehabilitation
Property acquisition for an eligible activity
Construction of other public facilities
Limited economic development
Related relocation, clearance or site improvements

If City Council is interested we can move this pretty quickly. We would need a resolution authorizing
application and after submittal of a simple allocation we should have a decision in less than a month on
a loan commitment. It would then take another 30 to 60 days to complete the underwriting and we could
then have access to the funds. Our two decision points are whether to apply and how we want to structure
repayment.

Please let me know how to proceed.

Thanks.
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Section 108 Loan Guarantee Program
(Program Regulations: 24 CFR, Part 570, Subpart M-“Loan Guarantees”)

The loan guarantee component of the Community Development Block Grant (CDBG) Program, Section
108 provides States and local governments access 10 low cost, private financing for economic
development, housing rehabilitation, public facilities/improvements, and large-scale real property
development projects. Such publicinvestment is often needed to encourage private economic activity
in distressed areas. State and local government promissory notes are guaranteed by the Secretary of
HUD with the full faith and credit of the United States for the timely payment of principal and interest,
to provide easy, low cost private financing with variable and fixed interest rates for local community
and economic development projects.

Eligible applicants (“Borrowers”) are States and public entities, i.e., units of general local government
who are CDBG eniitlement communities, including urban counties, as well as nonentitlement
communities assisted by their States.

Eligible activities for economic development, housing rehabilitation, public facilities, and public
infrastructure projects are outlined at 24 Code Federal Regulations, 570.703. Section 108 eligible
activities must meet applicable CDBG National Objective requirements.

National Objectives are activities that 1} provide benefits to Low and Moderate Income persons
through job creation/retention, housing rehabilitation, services in distressed neighborhoods, or 2} Aid
in the prevention or elimination of slums or blight, or 3) meet a particular urgent community
development need.

Section 108 Loan Guarantee Fee: In FY 2016, State and local government applicants approved by HUD
for a Section 108 commitment will be charged a non-recurring fee of 2.58% of the principal amount(s)
advanced under the loan guarantee commitment. This fee may be deducted from the loan
disbursement(s), or paid with CDBG funds, or paid with other funds. This fee is not added_to the
interest rate of interim variable rate loans or permanent fixed rate loans.

(Continued on back of page)




Loan Details

Maximum Loan: Up to five times the State ot local government’s latest approved CDBG grant

amount, minus any outstanding Section 108 commitments and/or principal balances of current
Section 108 loans.

Loan Term and Repayment: The loan term may be up to 20 years. HUD can structure the
principal repayment schedule to match the financing needs of projects and developing entities.
Debt service payments (principal and/or interest) are due quarterly for variable interest rate
interim loans (February 1, May 1, August 1, and November 1), or semi-annually for fixed interest
rate permanent loans (February 1 and August 1).

Loan Repayment Security: A pledge by the State or local government of its current and future
CDBG funds plus additional security for loan repayment determined on a case-by-case basis.
Additional loan security generally includes assets financed by the guaranteed loan (real
property, machinery and equipment), but other types of security may be accepted, including
personal/corporate guarantees, parking revenue, and tax increment financing (TIF).

Financing Source and Interest Rates

o Permanent Financing: Fixed interest rate financing {comparable to U.S. Treasury
obligations of similar maturity with a small interest rate spread) is generally available
once a year through HUD's p‘ub!ic offering, which is the sale to capital market investors
of Guaranteed Participation Certificates. The Certificates provides investors access to
annual cash flows from a trust consisting of federally guaranteed, promissory notes
issued by States and units of general local government. These promissory notes may be |
defeased in whole or in part during the first 10 years, or prepaid in whole or in part after
10 years.

o Interim Financing: Variable interest rate financing between public offerings is available
by selling State and local government promissory notes to investors through an interim
credit facility (money market fund). Interest rates are based on 3-month LIBOR (London
inter-Bank Offered Rate) plus 20 basis points (0.2%). These notes may be prepaid at any
time without penalty, in whole or in part. Variable rate interim financing is converted
to fixed rate permanent financing in the next public offering.

FOR MORE INFORMATION:
Please visit https://www.hudexchange.info/ programs/section-108/




Section 108 Loan Guarantee Program Overview

Section 108 of the Housing and Community Development Act of 1974 provides for a loan guarantee
component of the Community Development Block Grant (CDBG) Program. The Section 108 Loan
Guarantee Program (Section 108) provides communities with a source of financing for economic
development, housing rehabilitation, public facilities, and other physical development projecis,
including improvements to increase thefr resilience against natural disasters. The funds can be used
by a designated public entity o undertake eligible projects, or, aiternativety, can be foaned to a third
party developer to undertake the projecis. This flexibility makes it one of the most potent and
important public investment tools that HUD offers to iocal governments.

Regulations governing the Section 108 program may be found at 24 CFR 570, Subpart M, Loan
Guarantees.

Purpose of the Section 108 Program

The program aliows local governments 0 transform a smail pertion of their CDBG funds into
federally guaranteed loans large enough o pursue physical and economic revitalization projects
capable of renewing entire neighborhoods. Such public investment is often needed to inspire private
econormic activity, providing the initial resources or simply the confidence that privaie firms and
individuals may need to invest in distressed areas. While local governments borrowing funds
guaranteed by HUD through the Section 108 program.must pledge their current and future CDBEG
allocations as security for the loan, the goal is for the proposed project to have sufficient cash flow to
repay the loan without any need for cuttent or future CDBG doltars used for the repayment.

The 2010-2015 HUD Strategic Plan goals target the Section 108 program to implement two very
important goals:

Goal 2B: Meet the Need for Quality Affordable Rental Homes -Expand the Supply of
Affordabie Rental Homes Where they are mgst needed; and

Goal 4A: Build ineiusivé and Susfainabfeﬁommuniﬁes Free from Discrimination:
Catalyze economic development and job creation, while enhancing and preserving
communily assets.

How the Section 108 Program Works

The borrowers for Section 108 foan guarantees are local or state governments. If approved, private
lenders are incentivized by this security to lend funds to the borrower.

Depending on the fype of project, the borrower has two basic options for using the loan funds:
o Loan the funds to a third party developer are known as third pasty loans. This borrower is

referred to as the obligor.
« Directly expend the funds on the project.

The borrower will be required to secure the loan by pledging current or future CDBG allocations to
sither repay the loan or secure it. In addition, the borrower may be required to pledge additional
sacurity to the loan. Additional security may include property liens or other collateral.

Section 108 Eligibility Requirements .

Eligible Applicants (24 CFR 570.702)
Fligible applicants include the following public antities:
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o Metropolitan cities and urban counties (i.e., CDBG entitlement recipients) ‘

o Nonentiiement communities that are assisted in the submission of applications by States
that administer the CBBG program

« MNonentilement communities eligible to receive CDBG funds under the HUD-Administered
Small Cities CDBG program (Hawail). The public entity may he the borrower or it may
dasignate a public agency as the botrowar

Eligible Section 108 Projects {24 CFR 570.703 )

For purposes of determining sligibility, the COBRG rules and requirements aiso apply. All projects and
activities must either principally benefit iow- and moderate-income persons, aid in the elimination of
prevention of slums and biight, or meet urgent needs of the community.

Activities eligible under CDBG include:

Acquisition of real property

Rehabilitation of publicly owned real property

Housing rehabilitation eligible under CDBG

Construction, reconstruction, or instatlation of public facilities {including street, sidewalk, and
other site improvements)

Related relocation, clearance, and site improvements

payment of interest on the guaranteed toan and issuance costs of public offerings

Drebt service reserves

Finance fees

Pubtic works and site improvements in colonias

In limited circumstances, housing construction as part of community economic development
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Financing Infrastructure with Section 108 Loans

Section 108 loans may be used to finance the construction, reconstruction, or installation of public
tacifiies including street, sidewalk, and other site improvements that are part of the overall project.
The funds can also be used for related relocation, clearance o site improvements,

Disgster Recovery or Resifience

Section 108 loans are generally used for long term community needs but may be used for long term
recovery or to prevent further damage only if such use does not duplicate funding available from
FEMA, the Small Business Administration, and USAGE (U.8. Army Corps of Engineers). Section
108 loans can be used to match FEMA grants to rebuild for recovery of future resilience.

Administration of Section 108 Loons

The borrowar’s cost of administering a Section 108 loan can be allocated to the CDBG
sdministration cap of 20%, of the costs can be included as an activity delivery cost in carrying out
the project. For example, if a borrower’'s employees underwrite economic development loans that
are to be made with CDBG funds, the portion of their salaries spent on this function can be treated
as costs of carrying out the activity. This is important because these costs are not subject fo the
limitation on the use of CDBG funds to pay planning and adminigtrative costs.

Projects NOT eligible for 108 Loans (24 CFR 5 70.207(a))

Projects funded with Section 108 loans must meet hasic CDBG criteria, including meeting a national
abjective and public benefits standards. Projects are also subject to compliance with all other local,
state or federal reguiations including cross cutting reguiations. While a spegific type of aclivity may
not be prohibited by HUD, the borrower may have local priorities and projects that are deemed

ineligible. There are some activities aligivle under CDBG that are not sligible for Section 108, such




as public services. Projects that are not CDBG aligible and are thus not eligible for Section 108 Ioaﬁs
include the following: ‘

» Projects where the public benefits standards have been triggered (which is common for
many large-scale projects) and where a sufficient level of public benefit is not achisved are
ineligible.

« Buildings used for the conduct of government are also ineligible even if they are fo be funded
as a commercial enterprise. For example, even though office buildings may be eligibla in
general as an economic development activity, an office building that will house a City Hall is
not accepiable.

» Projects that do not meet a national objective are not eligible. It is important o remember
that while development of a high tech manufacturing facility may be an eligible special
aconomic development activity, it cannot be funded unless it also meets a national ohiective.

» Al other projects deemed ineligible under 24 CFR 570.207(a) cannot be undertaken as a
large-scale development project.

Micro Enterprises (24 CFR 570.201(0))

The formation and operation of small business developments, including incubators and micro
enterprises are not eligible far funding with Section 108 loans, however, a small business, incubator
of microsnierprise may apply for guaranteed loan funds for eligible projects. As with all Section 108
projects, the public benefits requirements would apply.

Source of Section 108 Loans

Section 108 obligations are financed through underwritten public offerings. Financing between public
offerings is provided through an interim lending facility established by HUD,

Public Offerings .

When HUD schedules a Section 108 public offering, state and local government borrowers may
request to paricipate and receive long-term, fixed rate financing for approved community and
economic development projects. Section 108 borrowers with interim toans will be able to convert
variable rate financing to permanent fixed rate financing. In addition, borrowers that participated in
prior public offerings may refinance their loans. Generally borrowers that have not received the full
arnount of approved loan guarantee commitments may be aligible to participate in a public offering.
Visit the Section 108 webpage for more information.

Section 108 Loan Requirements and Underwriting (24 CFR
570.704-705)

Moximum cormimitment amounts
Section 108 loan commitments are limited as follows:

s Entitlement public entities. An entitterment public entity may apply for up to five times the
pubfic entity’s latest approved CDBG entitlernent amount, minus any outstanding Section
108 commitments and/or principal balances on Section 108 loans.,

« State-assisted public entitles. A nonentitlement pubfic entity may apply for up 1o five times
the latest approved CDBG amount recelved by its State, minus any puistanding Section 108
commitments and/or principal balances on Section 108 loans for which the state has pledged
its CDBG funds as security,

» Nonentitiement public entities eligible under the HUD administered Small Ciiles
Program. Generally, the maximum commitment amount ig up 1o five times the latest
approved CDBG amount received by the State, minus any ouistanding Section 108




commitments and/or principal balances on Section 108 loans for which the state has pledged
its CDBG funds as secutity.

Section 108 Loan Security

The principal security for the loan guarantee is a piedge by the applicant public entity or the State (in
the case of a nonentitemerntt public entity) of its current and future CDBRG funds. Additional security
may be required to assure repayment of the guaranteed obligations. The additional securiy
requirements are determined on a case by case pasis but couid include assets financed by the
guaranieed lpan. The applicant should utilize established credit underwriting guidelines in the
approval of projects to be financed with 108 loan guarantges.

Section 108 Loan Guarantee Program Underwriting Requirements

Section 108 loans are evaluated on several levels. Once it is determined that the project meets
CDBG requirements, including a national objective and compties with other applicable federat
regulations, there are two further levels of underwriting. The first must demonsirate a sufficient public
benedit in retumn for the CDBG investment. The second is third patty credit underwriting to determineg
i the praject and Obligor is an acceptable credit risk and the coliateral meets HUD's security
requirements.

public Benefits Standards

Economic development projects must demanstrate a sufficient benefit in return for the CDBG
investment. There are established guidelines 1o demanstrats sufficient benefit and are necessary 10
demonstrate the financial viability of a project.

The underwriting process for public funds evaluates the suitability of using public funds in a specific
way for a specific project. The process ensures that public funds are not substituting for other
financing sources and that the preject is not being overly subsidized. HUD has provided guidance in
24 GFR Appendix A to Part 570. The objectives of the underwiiting guidelines are o ensure:

Project costs are reasonable; : ,

Al financing is committed — public funds will notbe wasted on a project not implemented;
The 108 funds are essential to the project — not substituting for private financing;

The project is financially feasible — the anticipated public benefits will materialize;

Aeturn on squity is reasonable — the minimum amount of public funds is being invested; and
COBG funds are disbursed on a pro rata basis - not before other financing sources.
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See 24 CFR Appaendix A to Part 570 - Guidslines and Obiectives for Evaluating Profect Costs and
Financlal Requirements

Third Party Loan Underwriting Guidelines

HUD is providing third party underwriting guidelings to assist Section 108 applicanis in deciding ifa
proposed third party loan and Obligor is an acceptable credit risk and if the proposed collateral
meets HUD's security requirements. The credit undenwsiting process is critical in evaluating the risk
of making third party foans. if the third party loan goes into default, the community will be required to
repay the loan and may have 1o use their CDBG funds o do so. The Underwriting Guidelines
address two fypes of lcans:

s Economic Development Loans Secured by Real Estate
s Business Credit Loans Secured by Machinery, Equipment, Receivablas or Inventory

The third party loan underwriting process seeks fo answer the following questions for both types of
loans:

e,



» s there a market demand for the goods or services 10 be provided by the project?

s s the project ready to proceed- for example, is the Jand, zoning, and financing in place?
o |5 there sufficient committed financing for the project to be completed?

« Does the borrower have the capacity to operate and manage the project?

» Wil the project generate sufficient revenue io repay the loan?

-

Is there sufficient coliateral to back up the loan?

HUD anticipates making the Section 108 Loan Guarantee Program Credit Underwriting Guidelines
available in February, 2016. The guidelines will provide instruction on how to answer thase
guestions. To receive notification, please join the mailing list.

Section 108 Loan Term

The maximum repayment period for a Section 108 loan is twenty years, HUD has the ability ©©
structure the principal amortization to maich the needs of the project and borrower. Each annual

orincipal amount will have a separate interest rate associated with it.

Section 108 Loan Interest Rates

Interest rates charged on interim borrowing is priced at the three-month i ondon interbank Offered
(LIBO) rate, plus 20 basis points. Permanent financing is pegged to yields on Treasury obligations of
similar maturity to the principal amount. A small additional basis point spread, depending on
maturity, will be added to the Treasury yield to determing the actual rate.

Loan Guarantee Fee

The loan guarantee fee covers the iong tem cost to the Federal Government of a Section 108 loan
guarantee. The amount of the fae will be determined annually in the appropriations process. The fee
charged to Section 108 borrowers will be a percentage of the Section 108 loan amount. The fee may
e paid with CDBG funds or may be included in the piedge of future CDBG awards. The fee is paid
upcn disbursement of the loan proceeds. The fee is considered a financial cost that is part of the
overall project cost. Fees that are paid with CDBG funds must be identified in the Consoclidated Plan
as part of project cosis.

Apply for the Section 108 Program

Pre-Application

Public entities wishing to apply for Section 108 loan guarantee assisiance are advised 1o contact
HUD in advance for guidance in preparing an application. Public entities may contact either the
Community Planning and Developrment staff at the appropriate local HUD Field Office or the Section
108 office in Washington at (202) 402-4654.7

*Mearing impaired users may call the Federal Information Relay Service at 1-800-877-8339.
See application guidance Section 108 regulations at 24 CFR 570.704. Application Feguirements.

Overview of Application Process
The following is a summary of the process required for submitting an application for 108 funds. For
detailed requiremenis see 24 CFR 570.704, "Application Requirements”:

pre-submission and Citizen Participation Requirements
« indicate proposed activities in sufficient detail

+ Define the national objective that will be met
indicate which activities are expected 10 generate program income




s  Explain citizen participation opportunities
s Publish the proposed application community wide and solicit comments.

Finof Application Submission Reguirements:

Describe compliance with CDBG National Objectives and Eligible Activities
Describe pledge of CDBG funds as sscurity .

Describe how loan guaraniee fee will be paid or financed

Provide schedule for repayment

Inciude certifications (standard HUD documentation)

Include the final application in the Consolidated Plan
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Process After Application Submittal

L ocal HUD Office. After consulting with the local HUD office and the preparation of the final
application, the local office will conduct a "due diligence and compliance review," where a
Community Planning and Development representative will check to ensure compliance with the
above process, as well as verify national objectives, eligible activities, and certifications. Once this
review is complete, the office will forward the application to the Section 108 staff in HUD
headquarters along with a recommendation of approval or disapproval.

HUD Headguarters. Upon arrival in HUD's main office, the application will be assigned 1o a staff
underwriter who will examine the application in detail. 1t is at this stage that the requested loan terms
and additional security offered will be examined. it is customary for the staff reviewer to be in contact
with the local HUD office representative as well as the applicant in order fo resolve questions or
issues that may anse during the raview.

Upon completion of the review, a Project Review Pansl (consisting of headguarters staff and the
local HUD office representative) will examine the application, suggest ways fo resolve issues,
request additional information, or recommend the application be approved. Once an application has

received an approval recommendation, it is forwarded to the Secretary of HUD for final approval and

releagse,

Timeframe. The length of time the application approval process takes depends on the individual
application. For questions on a specific appfication, confact your local HUD office or the staff
underwriter in HUD headguarters who is reviswing the application.

Disbursement, Reporting, and Repayment of Section 108 Loans

Dishursement and Reporting

The tracking and dishursement of Section 108 Loan Guarantee tunds are administered through HUD
CPD's Integrated Disbursement Information System (IDIS.). Approved loans are addedtoa
horrower's IDIS online. The borrower can view detalls of the loans, such as approval date,
cancellation date, committed and drawn amounts. The boirower adds [DIS projects to group all 108
related activities in the program year loan approval was received. The Section 108 activities enterad
into IDIS track expenditures and program outcomes similar to other CDBG activities.

View additional IDIS guidance:

RIS for CDBG Training and Tutorlals

iDIS Orling Tor Entitlement Cormmunities Manual and Slides
IDIS for COBG Entilement Manual Chapter 8 108 Loans
IS Online for States Manual and Appendices

NS for States CORG Manual Chapter 8 108 Loans
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