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I.
CALL TO ORDER:
 Chair Larry Medinger calls the February 22, 2008 meeting to order at 9:10 a.m. and asks for roll call. Present: Scott Cooper (via telephone), John Epstein, Maggie LaMont (via telephone), Stuart Liebowitz, Francisco López, Jeana Woolley (via telephone) and Chair Larry Medinger.    
II. PUBLIC COMMENT:   López says he wants to apologize to the Regional Advisors to the Department (RADs).  He attended a state conference on autism and was explaining about the role of the Housing Council and the RADs.  Some of the people attending the conference called and left phone messages for the RADs.  It was an exercise of democracy, but when the RADs came back to work they could not get messages because their mail boxes were full. He also thanked them for being so kind to return many of those calls.  

III. APPROVAL OF MINUTES: Chair Medinger asks if there are any corrections to the December 7, 2007 Minutes. There being no corrections, the Motion was read:
MOTION: Epstein moves that the Housing Council approve the minutes of the December 7, 2007 Council meeting.

VOTE: In a roll call vote the motion passed. Members Present: Cooper (via telephone), Epstein, LaMont (via telephone), Liebowitz, López, and Chair Medinger.  Abstained:  Woolley (via telephone) (because she did not attend the December 7, 2007 meeting).
Chair Medinger asks if there are any corrections to the January 25, 2008 Minutes.  LaMont states that on page 27 of the packet, line 19, the words “at a prior meeting” should be inserted to clarify the question of Mr. Cooper.  There being no further corrections, the Motion was read:
MOTION: Epstein moves that the Housing Council approve the minutes of the January 25, 2008 Council meeting, as corrected.

VOTE:  In a roll call vote the motion passed. Members Present: Cooper (via telephone), Epstein, LaMont (via telephone), Liebowitz, and Woolley (via telephone).  Abstained:  López and Chair Medinger (because they did not attend the January 25, 2008 meeting).  
IV. CONSENT CALENDAR: Dona Lanterman, Single Family Program Manager, explains that there were seven loans for Council’s approval, ranging in price from $205,830 in the Winston, Oregon area, to $361,125 in the Portland area.     
MOTION: LaMont moves that the Oregon State Housing Council approve the Consent Calendar.

VOTE: In a roll call vote the motion passed unanimously. Members Present: Cooper (via telephone), Epstein, LaMont (via telephone), Liebowitz, López, Woolley (via telephone) and Chair Medinger.    
Epstein asks for clarification of  the reference “current threshold for single family loans including all loans equal to or greater than 75% of the applicable area program purchase price limit.”  Craig Tillotson, Loan Specialist, explains that the threshold in the years past was $100,000, and then it was increased to $150,000.  What they worked out nearly two years ago was to take either the greater of $190,000 or 75% of the department’s purchase price limits (which vary from county to county). They had to take the higher because they ran into a situation where if they took 75% of the purchase price limit, they would have had to have brought a loan to Council that was less than $190,000, and they understood that Council wanted to have at least $190,000.  Chair Medinger asks what the purchase ceiling is in Portland.  Tillotson explains that it is $361,125, but if the property is in a designated targeted area, it would be $441,375.  Chair Medinger states that there is then no coincidence between the ceiling of the purchase price at $361,125 and the property that sold for $361,000.  Tillotson  says they looked over that one very carefully to make sure that was truly the sales price, and it was.
V. SINGLE FAMILY REPORT:  Dona Lanterman, Single Family Programs Manager, points out page 40 of Council’s packet, which shows that in 2007, the department purchased 1,381 loans for $227,155,739, which is a record for the department.  The average loan amount last year was $164,486.  In January the department purchased 193 loans for $33,896,500, with an average loan amount of $175,000. The department is showing an increase in loans from last year.  They are currently in line to purchase 59 loans for $10M next week.  The average loan reservations are 42 a week, but they had 76 last week, which is partly due to the department’s rates, which are 4.99% for the Rate Advantage Loan and 5.45% for the Cash Advantage Loan.  Crager notes that 193 loans in January has to be one of the biggest the department has done, and that if it were to continue at that pace, the department  would be on track for nearly 2,000 loans in a year.  Tillotson adds that through the middle of February, they have purchased 257 loans for $45.6M.  
Chair Medinger asks if the new on-line process is responsible for the increase in loans.  Tillotson says he believes it has helped some.  For example, Monday was a holiday, and they received about a dozen reservations from their lending partners.  The reservations can be made day or night and on holidays.  They are still trying to get the loan officers trained on how to use it, but the feedback has been very positive.  Chair Medinger states that he would  appreciate an answer to the question in another month, after having gone through the first quarter of 2008.  He says it would not hurt to do a survey backwards or look at the statistics and do some comparisons.  It could be a bounce off of the rest of the loan industry being in such a mess.

Epstein asks if the department’s goal is to keep increasing the volume.  Lanterman says that is correct.  Epstein says it seems to him that there must be a mortgage bank newsletter that goes out monthly to all their members that the department could publish something like “First Quarter ’08 OHCS Mortgage Program Sets Record!  What is driving those records?  New on-line system makes it easier.”  He says that rates are competitive and the department should promote itself to all the mortgage bankers who are not using our program.  Chair Medinger adds that the product being reliable is huge, and that would be good advertising.  

Lanterman states that starting in April, they will be visiting fourteen housing centers around the state, talking about the bond program and the first-time-homebuyer program.  Attendees will also include realtors and loan officers throughout the state.  Epstein says that by booking more business, the agency makes spread off of the business.  That spread drives revenue to the department and that revenue stream drives the department to having money for programs.      
VI. SPECIAL REPORTS:  None
VII. OLD BUSINESS:  None
VIII. NEW BUSINESS:  
A– C.  Indian Creek Court Apartments, Stewart Terrace Apartments, and Villa West Apartments,  Pass-Through Revenue Bond Program Financing Requests.  Shelly Cullin, Loan Officer, introduces Dan Steffey of Guardian Management, Loren Clark of US Bank, and Maggie Jonsson, of Enterprise.  Cullin explains that there are four loans.  Three Section 8s are part of one write-up, and an acquisition of a new construction project is separate write-up. Starting with the three Section 8 projects, she explains that Guardian Management has submitted an application to the department for pass-through revenue bonds to acquire and rehabilitate three projects.  In addition, they have requested low-income housing tax credits, Oregon Affordable Housing Tax Credits, and the Housing Preservation Grant Fund.  All of the resources have been committed and approved, contingent on the pass-through revenue bond approval.

Indian Creek Court is a 48-unit project located in Hood River.  Stewart Terrace is a combination of two projects; a 24-unit Section 8 project, and a 5-plex owned by the same owner and adjacent to the property.  The 5-plex will be an affordable senior project with no rental assistance.  Villa West is a 48-unit Section 8 project in McMinnville.  All three have gone through underwriting with the equity investor and US Bank.  The department has approved their scope of rehab, which is pretty extensive on all of the projects.  Guardian Management has been approved as the management agent for the projects and their resident services plan has been approved by the department’s resident services coordinator.  Guardian Management is looking at possibly acquiring and/or rehabbing several projects in the department’s portfolio, along with some rural development projects.  The department has encouraged Guardian to develop an in-house resident services coordinator to help manage all of their projects that get financing from the department.  The team for this project is similar to what Council has seen with US Bank as the purchaser of the bonds.  Orrick is the bond counsel, and Miller Nash is counsel for US Bank.  US Bank has not completed their final approval process, but they hope to have that completed next week. With the current financial environment, a lot of lenders are looking at higher and stricter credit underwriting, and Guardian has had to provide some additional information, which they have done.  She introduces Maggie Jonsson of Enterprise, who will talk not only about the hurdle they ran across with her group, but also to give Council a sense of the global environment for equity investors.  She says they found out yesterday that Enterprise will not be able to invest in these projects.  

Jonsson explains that it is a really tough time in the equity field right now.  To paint the global picture, last year Fannie Mae and Freddie Mac announced that they were no longer going to be players in the 2008 equity market. They ran into some situations with the alternative minimum tax and had to step out of the market.  After that period of time, they started getting the hits from the subprime market mortgages, which created an environment where some of their major banks were also needing to step out of the market.  They have had a dramatic drop in the amount of investors that are even interested in this product.  The banks have pulled back and are only investing in areas where there is a strong CRA market, and presently the only two strong CRA markets are New York and California.  Enterprise has been working with HFAs in those two states to salvage whether those two states are going to complete their allocations for this year, both in the 4% and 9% market.  She learned yesterday that those investors are getting so picky that they are not interested in moderate rehabs, and that is a dangerous situation for Oregon, with so much poised in preservation funds.  She says there is a real critical situation happening in the marketplace, and it is a time for everyone to regroup and look at what they are doing and try to figure out solutions.  Enterprise is certainly committed and wanting to play a part in those solutions, but they have a difficult situation.
Cullin says she encourages Council to approve the bond allocation amount for these projects to give Guardian an opportunity to research some other national investors.  They do still have Key CDC in the market.  They are committed to the deal and they are already approved.  She has approved them on a project Council will be seeing in April, and they are working on three other projects.  She says she would understand if Council wanted to wait, but she is encouraging Council to approve these today, knowing that the department cannot sell bonds unless it knows a project is whole.  US Bank would not allow it and the department’s bond counsel and Treasury, which are part of all of these motions, would not allow it.  She says it does give them an opportunity, if they know they have the allocation, to get information to an equity investor quickly to turn around an underwriting process.  The flip side to that is if they know they have an equity investor committed to the deal, then Guardian can sign their rate lock with US Bank sooner.  She does anticipate bringing five more loans to Council in April, and she believes these three are very good projects and they are set up and ready to go.  
Steffey says he would only add that these are properties they have known and managed for twenty or more years for the current owners.  They are well maintained properties, ready to go.  This is a very dynamic and dramatic environment they are in and things are moving very rapidly.  They need some time to regroup and figure out where they are, find a way to get these done, and they are committed to doing that.  

Epstein states that these are working proformas and asks about the price of the credits.  Steffey says they are proformaed at 90, and they are now looking at what would happen at other pricing and seeing how they could adjust for that.  He says the best he can figure is that they would jockey around a few hundred thousand dollars in equity and deferred fees to make things work.  The problem is that in order to count the fee and basis, you have to be able to service the deferred portion, so there are some limits because of the Section 8 and the rent levels.  They cannot defer a great deal of fee.   Jonsson adds that right now with the structure of these deals and the amount of improvements that they are doing, they are very solid deals.  At this point, she is not giving up on being the equity investor on these projects.  

Cooper says it would normally be his position that Council ought to wait on something like this.  He has been watching, with alarm, the efforts to get the Oregon Affordable Housing Tax Credits, and watching with some concern as to whether or not we are going to be able to actually sell.  It seems to him that Council should approve the loans.  Epstein comments that what has been conveyed is what he is currently seeing at his institution.  It is the whole national market, and it is affecting states with more rural areas than states that have big urban areas.  He says he thinks Council should move forward, unless the credits come in, because the whole project has to balance. He would like to add that, if it does not balance and the agency is planning to add more money to the projects, they come back to Council for approval.   If the department is not putting more money into them, then the staff can move forward as things happen.  Crager says he would not have a problem if Council wanted to make a contingency that if there are any other dollars, regardless of needing Housing Council approval or not, that this come back before the Council.  Epstein comments that he would want to know the amount of agency dollars being added. Crager says the department is concerned about the timing aspect of this.  The funds would be approved by Finance Committee and then a report could be given to Housing Council.  

Cullin states that the bond amount and the loan amount will not change.  The only item that may change is a decrease in the Low Income Housing Tax Credit allocation.  The only piece she could see increasing is the housing preservation grant funds, which would not come to Housing Council and would have to go back to the CIF Advisory Board, which is a recommendation to the department director.  They would also be looking at more cash flow during rehab, which they normally like to minimize at 30%. They have some borrowers putting all of it back, and they certainly would have Guardian tighten the pencil and maybe add a little bit more of their cash flow back, and then defer the developer’s fee. The department currently has 14 projects in underwriting targeted to the current allocation of OAHTCs.  All of those projects have submitted preliminary proformas with sources and uses, and the department has set aside housing preservation grant funds for those projects.  There is about $900,000 left over.  In addition, if the department does get an increase in the OAHTC allocation, it has other resources to add for gap financing.  She says they are continuing to try to keep a gap financing resource married with the OAHTC.  There are several projects in that pipeline that, with the low interest rate, do not need housing preservation funds.   

Epstein says he thinks Council wants to keep the ball rolling on this.  He says he knows there are proformas on all of these properties, but with what is going on in the market, he bets that every one of those properties comes back and starts asking for more money because they are not going to get the credits they proformaed.  He thinks the $900,000 left is going to disappear very quickly.  Cullin says she has a sense they are going to lose the projects altogether.  The department’s programs are first-come, first-served, and it does try to minimize the amount of grant money that is used for gap financing.  On the flip side of that, if there are projects ready to go and they need more grant money, at least preserving those, rather than losing all of them, is something that the department will look at as well.

Woolley asks if the motion needs to be amended.  Merced says he thinks a way of resolving this is that, regardless of whether this goes up or down, we could go ahead with the deal and bring an update back at the next Housing Council meeting.   Chair Medinger asks if that is satisfactory to Jeana.  Woolley says she just wants them to come back with reports.  Cullin comments that she would be happy to e-mail all Council once she knows things are final, before April 4.  LaMont says she is comfortable with the way things are.   
MOTION:  Cooper moves that the Oregon State Housing Council approve a Pass-Through Revenue Bond in an amount not to exceed $3,675,000 to Indian Creek Court Apartments LLC for the acquisition and rehabilitation of Indian Creek Court Apartments in Hood River, Oregon; a Pass-Through Revenue Bond in an amount not to exceed $2,800,000 to Stewart Terrace Apartments LLC for the acquisition and rehabilitation of Stewart Terrace Apartments in Sherwood, Oregon; and a Pass-Through Revenue Bond in an amount not to exceed $4,175,000 to Villa West Apartments LLC for the acquisition and rehabilitation of Villa West Apartments in McMinnville, Oregon; subject to documentation satisfactory to legal counsel and Treasury approval for the anticipated bond sale closing March 21, 2008.  

VOTE: In a roll call vote the motion passed unanimously. Members Present: Cooper (via telephone), Epstein, LaMont (via telephone), Liebowitz, López, Woolley (via telephone) and Chair Medinger.    
Epstein asks how long the affordability covenant is on these.  Cullin says it is thirty years.

D. Queen Anne Apartments, Pass-Through Revenue Bond Program Financing Request.  Shelly Cullin, Loan Officer, introduces Loren Clark of US Bank, and Dan Steffey of Guardian Management and Key Community Development Corp.  Cullin reports that the Queen Anne is a 98-unit apartment that is currently being constructed by Slayden Construction in Lebanon.  It anticipates its Certificate of Occupancy in early April.  They are looking at acquisition of an existing building that is under construction.  The units are large and exceed the department’s architectural requirements.  They are looking at tax exempt bonds, 4% allocation, and deferred developer’s fee. The seller is willing to carry back a 50-year note.  Part of the reason for that is it is part of a 401(k) program that he has with his employees, so it is an investment opportunity for that program.  The market is very strong in Lebanon, with vacancy rates for market rate projects around 3%.  The affordable projects show about 5%, but comments in the appraisal mention that is due to turnover activities.  All of the projects have waiting lists.  US Bank will finalize its approvals next week, and they do not anticipate any issues with this project.  Cullin explains that one of the reasons she is bringing this project before Council today, even though it is scheduled for the May bond sale, is the fact that they are ready to go with the lender and the equity investor and they want to be able to lock the rate.
Clark explains that he just got back from a national real estate conference in Dallas, Texas, where much of the discussion centered around what is going on in the financial markets today.  A lot of it is not good.  US Bank is positioned pretty well.  They feel fortunate to be in Oregon with the OAHTCs.  He said they have done their review of all four of these projects, they have done a lot of work with Guardian, and are very happy with their renovation work and how they approach their projects with the management.  They have looked very closely at this project, believe it is an outstanding project, and they are ready to submit their packages.  The interest rate environment is concerning them.  In the last week they have seen a slight increase in interest rates, but he noticed this morning it has backed off slightly.  He says they are anxious to get this project committed.  They cannot lock the rate until they have Council’s approval, their credit underwriting approval, and their tax credit investor in place.  
Cullin comments that this project is not eligible for OAHTCs.  It is strictly a tax exempt bond and the current rate that they underwrote at is 5.33% for 30 years.  

Epstein asks if they are doing floaters with swaps.  Clark says no.  Steffey adds that they were ready to do so, but in this case their equity investor did not want to.  He says they are excited about this model and this company and how they want to approach things.  He believes $116,000 a door for new construction with the quality that they have, its an exciting opportunity.  
MOTION:  Epstein moves that the Oregon State Housing Council approve a Pass-Through Revenue Bond Financing in an amount not to exceed $7,150,000 to Queen Anne Apartments LLC, subject to bond transaction documentation satisfactory to legal counsel and Treasury approval for the bond sale closing estimated to occur May 23, 2008.
VOTE: In a roll call vote the motion passed unanimously. Members Present: Cooper (via telephone), Epstein, LaMont (via telephone), Liebowitz, López, Woolley (via telephone) and Chair Medinger.    
E. Patton Park Apartments, Tax-Exempt Bond Financing Request.  Debie Zitzelberger, Loan Officer, introduces Riad Sahli from REACH, Amanda Saul, consultant for REACH, Joni Hartman from NOAH, and Karen Roche from Bank of America. Zitzelberger reports that Patton Park is the first OHCS conduit financing model using the new test process with NOAH.  The primary difference between the prospective OHCS/NOAH conduit product and the regular conduit product is that NOAH would do the collection and coordination of the underwriting documentation.  OHCS does the underwriting for the department, and the lenders provide their underwriting and risk analysis to OHCS.  The request from Patton Park, with REACH as the general partner, is for a tax exempt bond sale of $6M, and $116,400 in weatherization grant.  Patton Park is a proposed new construction project on the site of the old Crown Motel on North Interstate in Portland.  The motel is currently owned by Tri-Met.  The neighbors in the area are supportive of the demolition and revitalization of the site.  This project will offer 54 units of affordable rental housing with commercial space on the ground floor.  Of the bonds, $2,708,454 will be short term bonds that are repaid with equity and other funds when the construction is complete and all permanent loan closing conditions have been met.  The bonds will initially be placed with Bank of America, who will be the construction lender.  Once the project is constructed and all the permanent loan conditions have been met, NOAH will purchase the bonds from the bank and close the permanent loan.  Interest is estimated at 4.85%.  The bond sale will be the week of March 10-14.  Upon conversion to the permanent loan the interest rate will be reduced and the interest rate on a portion of that loan will be reduced by the 4% credit associated with the Oregon Affordable Housing Tax Credit (OAHTC).  The interest rate on the balance of the loan is estimated at 6% for underwriting purposes.  Since the financing structure involves two lenders, and the interest rate is modified at permanent loan conversion due to the OAHTC, new bond and loan documents are required.  Orrick is the bond counsel and is preparing the documents.  The project will target individuals and families earning 60% or less of area median income.  All twelve of the three-bedroom units will have Section 8 project based assistance.  In exchange for the OAHTC, the tenants will receive lower rents for each dollar of credit taken by the bank, and appropriate pass-through of the interest savings in the form of rent reductions.  The developer’s proposal has demonstrated all of the appropriate pass-throughs.  The project is also requesting $116,400 in low income weatherization in the form of a grant.  The developer has provided all of the appropriate weatherization information and meets all of those program requirements.  Both NOAH and Bank of America have worked closely with department staff to underwrite the risks of the financing and development team, have mitigated the risks, and the development team is experienced in developing and operating affordable housing projects using OHCS funds.  
Chair Medinger questions the prospect for underground parking, stating that he is a big advocate for underground parking. Hartman explains that the biggest constraint was cost.  This project has a parking ratio for the housing units of .63 to one which is less than desirable, but exceeds zoning requirements.  They also looked at the transit-oriented nature of the project, as it is right next to a MAX line.  Some of the families this project serves may not have vehicles that need to be parked at the site and there is street parking around the site.  It is an area that really could benefit from some ground floor retail that will liven up the space and activate the neighborhood.  The lease rates that are necessary to even cover the master lease are in the $9 per square foot range.  Underground parking was not economically feasible.  Chair Medinger says he hopes that in the future underground parking would be more of a consideration.  Woolley adds that the neighborhood where this project is located is in her backyard.  One of the things that is found on these commercial developments is that it is very seldom in the urban core.  There are very well established neighborhoods all around, and a lot of people walk to the commercial developments.  This is not off the beaten track for this area and the kind of commercial revitalization that is going on.  It is not as risky as you might think.  Cooper reminds everyone that underground parking is a regional issue.  Chiotti adds that they have gone to METRO and Tri-Met and they did get a small amount of Transit-Oriented Development (TOD) money.  They received more TOD money per unit than any other TOD project that has been done.  Saul added that it is also important to note that the way the property is currently zoned, no parking is required.  Sahli explains that this property is owned by Tri-Met, it is important to them that this property focus on the use of mass transit, and that Tri-Met will be providing passes to the residents. 
Liebowitz questions one of the environmental comments regarding the light rail and the gas station as a “low to moderate threat.” Hartman explains that the site has a bit of history with it relative to the dirt.  On the southern portion of the site there had been a gas station, with some leaking underground storage tanks.  The tanks had been removed and they received a “No Further Action” letter at that point.  Subsequent to that some additional machinery was parked on the site in conjunction with the development of the MAX line, which was also remediated and another “No Further Action” letter was received.  She spoke with the environmental engineer regarding this, and was told there was a small probability anything they encountered would be of a material nature.  Because of the history, it was listed in this manner, and no additional investigation is warranted to make any further determinations.  
Crager comments that the department has been formulating this prospective program for some time, and Patton is the test project.  The department will make additional changes and seek appropriate approvals before the program is implemented with NOAH.  Roche adds that Bank of America has worked with NOAH for a number of years on a number of projects.  The bank is happy to be part of this team and this development.  She says it has been her experience that 90% of the tenants use public transportation, and they have never come across an issue where that has come up as far as needing extra parking.  Epstein mentions that Council recently had a presentation about this prospective partnership with NOAH, and they found there was a gap in the market for bonds of $3M and less.  The goal is to develop a program where they could develop small bond issuances around the state.  This prospective partnership will be helpful in rural areas where there are smaller deals.  Crager states that this prospective partnership will help to streamline the process and result in more standardized documents.
MOTION:  Woolley moves that the Oregon State Housing Council approve a Pass-Through Revenue Bond Financing in an amount not to exceed $6,000,000 to Patton Square Partners Limited Partnership and a Weatherization Grant in an amount not to exceed $116,400 to REACH Community Development Inc., subject to the developer finalizing the construction contract in an amount not to exceed $8,932,341.  If the final construction contract exceeds the estimated amount, the developer will be 
responsible for filling the gap with their own resources and not make any substantive changes to the project design in order to fill the gap.  Approval is subject to documentation satisfactory to legal counsel and State Treasurer approval for the bond sale.
VOTE: In a roll call vote the motion passed unanimously. Members Present: Cooper (via telephone), Epstein, LaMont (via telephone), Liebowitz, López, Woolley (via telephone) and Chair Medinger.    
Chair Medinger comments that oftentimes they talk about “cost per door,” and he would like to have some kind of idea from the department what is in the pipeline a year from now regarding costs for underground parking.   Merced said that if the department were to do that, he would want to take into account greenhouse gasses and the ability for this planet to survive for future years, which might have a slightly different take on building more parking spaces. He prefers the transit-oriented developments the department is trying to do in Portland.  Making more pedestrian-friendly environments is the way to address some of those long-term environmental issues.  Chiotti adds that Portland has no parking requirements and they are trying to build developments without parking.  He says that when the department develops a policy it needs to make sure it is in line with the local jurisdictions.  Gillespie suggests that when Council has a meeting in the Portland area, it should look at how these properties are working and make a comparison with what we have done in transit-oriented developments. Portland is known for its green and transit development.  Liebowitz adds his support to Merced’s concept, and applauds this project and the concept of using other means of transportation.  
IX. REPORTS:
A. Report of the Chief Financial Officer.   Nancy Cain reports the following:

· The department priced single family bonds for the week of February 11th and got a very good price. Prices before and after were very high, but they were able to achieve an average mortgage rate of 5.02%. Since then it has gone up to 5.40%.  Later in that week it would have been a ten basis point difference.  Reservations continue to come in at a record pace, which means the department is going through the new issue very quickly because the reservations that are received now will be purchased from this bond issue.  The department will be able to maintain the 4.95% and 5.45% at least for the time being.  She says the department monitors estimated mortgage rates weekly and makes decisions on that.  The bond issue will close on Tuesday.  
· The Executive Team met earlier in the month and started to develop legislative concepts and policy option packages for the upcoming 2009 Legislative Session. As soon as the working paper draft is finalized, it will be distributed to Housing Council, with a presentation at the next meeting.  The draft will also be circulated with internal staff and partners to help address and prioritize issues.   
Epstein asks what the department’s spread is on mortgages.  Cain says the department is taking full spread on the residential loans.  Epstein asks if it is at ten basis points.  Cain states that it is at 1-1/8%.  Epstein comments that it means after every $1M that is issue, there is an on-going rate of $11,250 profit (annually) to the department.   Cain says no, some expenses come out of that, so the department does not end up with money that is free and clear.  Crager states that it would be fair to say that 1-1/8 is what the department would be able to get off its loans; however, there are a lot of costs associated with the actual issuance of bonds in paying loan servicers to service the debt.  Epstein asks if the department’s net would be half of that.  Cain explains that it depends on how you look at it, whether it’s cash flow income or financial statement income. The department’s net increase in assets for fiscal year 2007, based upon the loan balances, was just a little over 30 basis points.  Epstein asks if, for every $1M the department generates, it makes $3,000 net every year while that mortgage is out.  Cain answers yes.  Epstein asks that if the department makes 30 basis points, and if it booked $200M in business, it would make $600,000 a year in run rate. Cain says yes on those, but the department also makes money on that per year.  Epstein says he was trying to figure out how much the department makes for every $1M it books.  Crager adds that when the department does its single family loan portfolio, a comprehensive financial analysis is done by an advisor, who takes all the loans that are currently in place, all the interest rates being paid on bonds, etc.  Typically what they have found over the last several years is that they have been able to pull out about $2.5M on an annual basis.  That again is based on comprehensive cash flows.  He said Epstein’s point is well taken, and that the bigger the portfolio, hopefully the more profit the department will be able to spin off in terms of revenue.  Epstein says he is just trying to put a “for profit” mode onto this because profit for the department goes to programs.  
Chair Medinger states that he would be willing to bet there is an underlying overhead cost in the first few million, but that the next few million would be less because “you already bought the building.”  There is a growth pattern now and the money the department is putting in now is probably more profitable for the agency than what it has been in the past, per dollar.  Cain says that is true, and thinks as we look forward that we need to balance the resources we are taking out of that indenture for immediate needs.  When resources are taken out for operational needs, it reduces our ability to do innovative and creative things because we do not have the strength of the indenture.  While we have the opportunity to earn more money, that does not necessarily mean we should be taking it out to fund our operations, because our indenture is currently not strong enough to support additional take-outs.  
B. Report of the Deputy Director.   Rick Crager says he appreciated Mr. Epstein’s comments during Nancy’s report, and he believes the department definitely needs to continue to develop its single family program.  He states that when they talk about operations, to him that includes programs, because you need operations people to actually administer the programs.  The department is the largest it has ever been in terms of the single family portfolio, and we need to keep developing it because there are many programs that are winding down, such as the Section 8 program, and we need to plan for the future.  
Crager says he also wants to add to Nancy’s report in terms of the budget process.  The Executive Team has been brainstorming programmatically, as well as administratively.  They are trying to line up the appropriate legislative concepts and budget packages.  The Governor is interested in looking at a new revenue source for affordable housing.  Another area is senior housing, and DHS has a lot of interest in working with the department to come up with the new senior housing model, whereby the department would provide the housing, and DHS would provide the services.  There will be further discussions with the respective technical staff to come up with some form of model. 
Crager introduces Margaret McDowell, the department’s new internal auditor, and explains that he has been with the department for ten years, and in those ten years there were four requests for an internal auditor, and on the fourth try the department was finally successful.   McDowell states that this is an agency she has wanted to work for, for a long time and she was glad when the position finally opened up. She has been with state government as an auditor, in some form or another, since 1988.  Prior to that she had thirteen years of banking experience.  She has done a lot of work with mortgages and has been in private industry, and worked for non-profits.  She says she looks forward to working with this agency, adding some value, and keeping the department on the right track.  Crager says he knows the word “audit” scares people, but for him internal auditor means opportunity.  There is value in having someone in an oversight capacity, to take a look at general operations and find ways to improve.  Margaret will be a great partner in how to improve our operations and how we can become better.  
Crager also introduces Patricia TenEyck, who he has been working with on a potential program that would provide dollars through Habitat for Humanity to enable some of the local affiliates to purchase land, which has been one of the big barriers they have had.  Scott Cooper has talked a lot about this in the past in terms of trying to work with Habitat more because they are a great partner to have.  TenEyck explains that she is the Executive Director for Habitat for Humanity of Oregon. They are a state-support organization that works on developing resources for the 34 habitat affiliates in the state of Oregon.  A couple of years ago they started working with OHCS on an idea of a revolving loan fund for affiliates to assist with the purchase of land and to pay some pre-development costs.  Doing a survey of the affiliates two years ago, it was found that affiliates are paying anywhere from $50,000 to $125,000 per lot to build affordable homes on.  When the average sale of a Habitat home is roughly $80,000, paying $125,000 for land is not sustainable.  They have been working with OHCS and some other foundations on this idea for the past couple of years, and just in the last couple of months Victor and Rick agreed to have OHCS give them $500,000 to invest in this fund.  It is a five-year loan at 0% interest.  The hope is that as the program proves itself, we can go forward with that and extend the loan.  This is the first investment.  There are many foundations who have been interested in the loan fund, but did not want to be the first to put in money.  She says she is leveraging this $500,000 to get at least to $1.5M, and hopefully more.  

Crager says that one of the things Victor and he found last session was that the legislature was interested in what the department was doing for homeownership as it relates to underserved minority populations.  This is a great partnership with Habitat and the majority of Habitat’s programs are serving that population.  TenEyck states that statewide they are looking at about 70% of the families they work with are minority populations.  Certainly there are some counties where there are no families who are minority populations, but in Portland and other areas almost 100% are minorities.  Cooper asks what they are looking at doing.  Crager explains that they are looking at providing the dollars to Habitat so it would be available to them to provide loans to the local affiliates in the purchase of land.  Cooper asks which program that would come out of.  Crager states that it would come out of the Community Incentive Fund Program, which runs through the advisory board.  Cooper asks if the CIF got zero funding from the legislature.  Crager says yes, but there were excess dollars that were left over that will allow the department to expand the use to affordable housing development.  Chair Medinger adds that the key to producing affordable housing is always land costs.  TenEyck says that they see some of their affiliates spend all of their cash on purchasing a piece of land, and then have to fundraise for two or three years to be able develop the land. Hopefully, this will assist with the process.  They are projecting that over the course of ten years they will be looking at around 200 more Habitat houses because of the revolving loan fund.

Crager continues his report on the special legislative session.  He reports that the State Housing Council took the leadership role to try to increase the Oregon Affordable Housing Tax Credit limit, and says they were very successful in getting that into HB 3619.  Chair Barnhart was a champion for this when it went through the House Revenue Committee.  There were a few amendments to the bill because part of the bill has the BETC credit.  It is currently on the Senate Floor, awaiting vote. Upon passage the department will get a $4M tax credit increase.  He says he appreciates all of the work that Larry Medinger, John Epstein and Scott Cooper have done.  The other piece is that there was a proposal by the Housing Alliance to get $2.75M of general fund from a direct appropriation with $2M of that going for a short-term preservation pool.   Everyone was discouraged when the revenue forecast came out.  However, after a lot of discussions with legislative leadership, he is happy to say that SB 5556 has $1M of General Fund appropriation to the department for a short-term preservation pool.  The legislature has asked that we potentially re-program some areas as it relates to the manufactured parks, some of the gap financing, to see if we can match to come up with the entire $2M.  To have a short term pool that can quickly preserve properties will be absolutely necessary and this will help us get there.  The affordable housing issue is a very high profile at the Capitol, everyone is talking about it, and are very excited about it.  Chair Medinger says he was worried that we had to come up with the other $1M and asks if that worked out.  Merced explained that the department will have to reprogram some dollars in order to match the $1M that the Legislature is putting in.  
C. Report of the Director.  Victor Merced states that he wants to put on the record that if it were not for Judge Cooper bringing up the idea of being more “muscular” and taking the Housing Council forward and pushing for the OAHTC, he is not so sure this would have happened.  John Epstein has been remarkable, and his banker background really impressed a lot of the legislators and convinced them that this is the way to go.  He says another person who ought to get some credit is John Fletcher.  He has been working hard trying to keep us informed and getting the information over to the legislature.  In a shortened session like this, there are a lot of rumors running rampant and a lot of times we end up chasing our own tails.  John tried very hard to figure out what was true and what was not.  This was a very successful session. Everyone was very appreciative of us outlining the issues.  There is no agency our size that got anywhere close to the amount of resources we got during this shortened session -- $4M in tax credits and $1M in General Fund, and he is very proud of that.  There is support among the Governor’s staff for the Governor to take the lead on the document recording fee next session.  We are going to be holding a series of budget meetings with our partners and other collaborators to help plan for the 09-11 Session.  He says he will be delivering a keynote speech on Tuesday before the Hispanic Chamber to talk about where the department is going, and what are some things he sees coming down the pipeline for special populations.  
Cooper points out that there was a meeting on Monday of Oregon counties and the topic of the document recording fee came up.  Again, the association strongly reiterated its opposition to that idea, so if the department is going to go down that road it could have a very powerful and vocal opponent.  Merced says he knows that there has to be some education,  and we will have to compromise and the counties will have to get a cut of the document recording fee.  It only makes sense to have them be a partner with us, and if they are going to administer these additional resources that are coming in, it is only fair that we compromise as to what their cut is going to be on the fee.  Chair Medinger asks Cooper if he thinks that would help.  Cooper says no.  Their problem is the principle of it.  They do not think a recording fee should be used to support what they see as anything other than administrative.  Merced adds that he agrees with that and he knows that when the document recording fee was proposed last session, there were several counties that were in favor of it, with one of the largest being Washington County.  Their issue was that because they generated the majority of the document recording fee money, that they should get a bigger portion.  There may be some way to juxtapose both the value argument and addition to the economic benefit with these groups.  
D. Report of the Chair.   Nothing reported.
X. FUTURE AGENDA ITEMS:  None.
Chair Medinger adjourns the meeting at 11:30 a.m.
/s/ Larry Medinger      
4/4/08
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