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ACTION CALENDAR 
November 14, 2006 

To: Honorable Mayor and 
Members of the City Council 

From: Phil Kamlarz, City Manager 

Submitted by:  Stephen Barton, Director of Housing 

Subject: Housing Trust Fund Commitment of $789,546 to Allston House 

RECOMMENDATION 
Adopt a Resolution to commit $789,546 from the Housing Trust Fund (HTF) as a permanent 
loan for Allston House, a 47-unit preservation project for very low and low-income families, 
accompanied by a commitment to loan City General Funds to the HTF if necessary to make up 
any HTF shortfall in this amount in January 2008 when the permanent loan is needed.   
 

SUMMARY 
The decision by U.S. Department of Housing and Urban Development (HUD) to deny Project-
Based assistance to Allston House has resulted in a funding gap of approximately $789,546 for 
the project.  Unless Affordable Housing Associates (AHA) is able to secure the funds to fill this 
gap, this could potentially lead to the loss of forty-seven affordable apartments for very low and 
low-income tenants.  For the past year and half since AHA received its commitment of project-
based vouchers in February 2005, AHA was able to secure State Multifamily Housing Program 
funds, federal low-income housing tax credits and tax-exempt multifamily bonds for the project.  
With all its major sources of funding in place, AHA was able to secure construction and 
permanent financing from US Bank, including a second permanent loan from US Bank in the 
amount of $789,546, which was guaranteed by the Project-Based Section 8 vouchers.  The 
permanent financing must be in place by November 30, 2006 in order for the project to move 
ahead, but the permanent loan amount of $789,546 will not be needed until January 2008 when 
rehabilitation is completed. 

There is currently only $170,008 unreserved in the City’s Housing Trust Fund, however we 
currently project revenue of $1,600,000 from inclusionary condominium in-lieu fees on projects 
currently under construction and coming on the market over the next twelve months.  This does 
not count the annual HOME allocation of $1,200,000 that is already committed by the Federal 
government to the City for July 2007, and any revenue to the HTF from affordable housing 
mitigation fees paid for condominium conversion of rental properties over the next year.  For this 
reason, staff is confident that there will be sufficient funds to cover this obligation from the HTF 
by January 2008.  However, in order to make the commitment, City General Funds must be 
reserved in the amount of $619,538 until such time as the additional funding is actually paid into 
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the HTF.  The Housing Advisory Commission reviewed and unanimously recommended this 
proposal at its meeting on November 2, 2006. 
 
FISCAL IMPACTS OF RECOMMENDATION 
The amount of the loan from the City would be $789,546.  With only $170,008 in unreserved 
funds in the HTF, funds from the City’s General Fund Reserve (Fund 010) would need to be set 
aside in the amount of $619,538 until such time as the additional funding is actually paid into the 
HTF.   
 
CURRENT SITUATION AND ITS EFFECTS 
The decision by U.S. Department of Housing and Urban Development (HUD) to deny Project-
Based assistance to Allston House has resulted in a funding gap of approximately $789,546 for 
the project.  Unless Affordable Housing Associates (AHA) is able to secure the funds to fill this 
gap, this could potentially lead to the loss of forty-seven affordable apartments for very low and 
low-income tenants.  For the past year and half since AHA received its commitment of project-
based vouchers in February 2005, AHA was able to secure State Multifamily Housing Program 
funds, federal low-income housing tax credits and tax-exempt multifamily bonds for the project.  
With all its major sources of funding in place, AHA was able to secure construction and 
permanent financing from US Bank, including a second permanent loan from US Bank in the 
amount of $789,546, which was guaranteed by the Project-Based Section 8 vouchers. 

Without the commitment of the Project-Based Section 8 vouchers as a permanent source of 
funds, AHA cannot close on its construction financing with US Bank.  The deadline to close on 
the construction loan is November 30, 2006.  Any delays in closing the construction loan would 
put AHA's financing plan at risk, as they would fail to meet the deadlines and requirements set 
forth in other funding agreements with MHP and their tax credit investor.  In addition, if AHA 
could not move forward with the project, it would hurt their chances to compete for funding for 
future housing projects.  The organization would likely receive negative points by the Tax Credit 
Allocation Committee, California Debt Limit Allocation Committee and State Multifamily 
Housing Program for receiving commitments and not using them, and then would be disqualified 
for many years from doing affordable housing developments in California. 

HUD's decision, which is based primarily on issues regarding the Berkeley Housing Authority’s 
evaluation process of the Project-Based Section 8 applications, is not the fault of AHA or the 
tenants currently living at Allston House.  The City has an obligation to meet its commitment to 
the project and to preserving the forty-seven affordable apartments for very low and low-income 
tenants.  

There is currently only $170,008 unreserved in the City’s Housing Trust Fund, however we 
currently project revenue of $1,600,000 from inclusionary condominium in-lieu fees on projects 
currently under construction and coming on the market over the next twelve months.  (See 
attachment A.)  This does not count the annual HOME allocation of $1, 200,000 that is already 
committed by the Federal government to the City for July 2007, and any revenue to the HTF 
from affordable housing mitigation fees paid for condominium conversion of rental properties 
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over the next year.  For this reason, staff is confident that there will be sufficient funds to cover 
this obligation from the HTF by January 2008.  However, in order to make the commitment, City 
General Funds must be reserved in the amount of $619,538 until such time as the additional 
funding is actually paid into the HTF.  As one way to make further funds available in the future, 
staff is considering the option of conducting another Request for Proposals for Project-Based 
Section 8 in the next 18 months, which would allow Allston House and other eligible projects, to 
apply for project-based assistance.  Allston House would apply under new criteria for existing 
housing preservation projects.  This would require HUD’s review of the application process.  If 
approved, the project-based vouchers would provide an alternative source of permanent 
financing for Allston House. 
 
It is important to note here that while this commitment is being made outside the normal HTF 
procedures for Project Selection, the HTF Guidelines provide the City the ability to “consider 
funding requests outside the normal funding cycle if a project with commitments of state and 
federal funds can show that those commitments are in jeopardy unless the City commits HTF 
monies in a timely manner”.  This is the case with Allston House.  Without the commitment of 
permanent financing from the City, Allston House cannot close on its construction financing 
which would put the project at risk of losing its other major funding commitments from the state 
MHP program, federal low-income housing tax credits and tax-exempt multifamily bonds.   
 
BACKGROUND 
In February 2005, AHA received an allocation of 12 Project-Based Vouchers for Allston House 
from the Berkeley Housing Authority (BHA).  In June 2006, the U.S. Department of Housing 
and Urban Development (HUD) notified the City that since the allocations of the Project-Based 
Section 8 assistance were made to the projects that received City assistance prior to the BHA 
allocation, this created an identity of interest that requires HUD review and approval of such 
allocations.  At the October 10, 2006, meeting of the Berkeley Housing Authority, staff informed 
the Board that the HUD Office of Public Housing had conducted a review of the applications for 
six projects that received an allocation of Project-Based assistance from the BHA in February 
2005.  After completing its review, HUD disqualified allocations to three projects – Prince Hall 
Arms, Hillegass Apartments and Allston House.  Staff had engaged in discussions with HUD 
regarding their decision, after which HUD agreed to reconsider its decision on the allocation of 
twelve Section 8 vouchers to Allston House due to the special circumstances of the project, 
which is a preservation project with all its funding in place.   

On October 20, 2006, HUD informed the BHA that they were unwilling to approve Allston 
House for Project-Based Voucher assistance.  HUD’s decision to deny Project-Based allocation 
to Allston House was based on three factors.  First, HUD believes the BHA’s identity of interest 
with the City of Berkeley gave the Allston House project gave the project an unfair advantage in 
the competition for Project-Based Vouchers.  Specifically, HUD objected that all the necessary 
information for evaluating this project was not submitted with the application and that the 
application did not demonstrate site control.  Since the City had provided AHA with a HELP 
Program loan to obtain a five year lease with option to buy the property, and had a copy of the 
lease as part of the requirements for making the loan to AHA, City staff had not considered it 
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necessary to ask that this document be resubmitted with the application for Project-Based 
Section 8.  The HELP loan was the basis for HUD to determine that there was an “identity of 
interest” between the BHA and the City, however HUD insists that the BHA and City processes 
must be considered entirely separately, and that therefore the application must be denied due to 
lack of evidence of site control in the application.  Similarly, HUD gave the project zero points 
for not being able to demonstrate how it would meet local housing needs and priorities because 
its application did not include written documentation on how it would meet this criteria.  Using 
information available from the project’s HELP loan application, staff had made a determination 
that the project did in fact meet the City’s housing priority needs of preserving affordable 
housing.  In HUD’s view, this illustrated both the “identity of interest” problem and an improper 
procedure even though the application does not specifically ask for documentation.  In BHA’s 
view, staff made the determination that the project did meet this criteria based on the information 
available to them and what is stated in the City of Berkeley Consolidated Plan for Housing and 
Community Development.            

Second, HUD disagreed with the BHA’s decision to execute two, five-year extensions of the 
Housing Assistance Payment (HAP) contract prior to the initial ten-year HAP contract on the 
grounds that this grants an effective 20-year contract term when the statutory limit of a contract 
is ten years.  Staff had informed AHA that the approval of the renewal contract would be 
conditional upon the project’s executing an initial HAP contract and the availability of funds at 
the time it came up for renewal.  In other words it was not a binding commitment. The terms and 
conditions of the two, five-year extensions would be provided in a HAP contract renewal 
agreement and the renewal contracts had not been executed. Other neighboring jurisdictions have 
approved HAP contract terms of this nature in order to help affordable housing developers raise 
additional funding for their projects.   Nevertheless, staff will ask the BHA board to repeal their 
decision granting the contract renewals and approval of the two additional 5-year HAP contract 
terms.   

Finally, HUD disagreed with AHA’s decision to do a soft closing on the construction loan in late 
August after HUD had notified BHA that the Allston House project was not approved.  AHA 
made a decision to go through the soft closing in order to meet deadlines set by their lenders.  
The soft closing, however, is not an indication that the project has started construction.  In fact, it 
can only be considered a “pre-closing” since the hard closing of the construction loan would 
require the execution of the Agreement to Enter into a Housing Assistance Payment (AHAP) 
contract.  According to our consulting attorneys, Goldfarb and Lipman, this is standard practice 
in the industry and is not contrary to any HUD regulations.   

Attached for reference are all correspondence between HUD and the Berkeley Housing 
Authority (from August 2006 to October 2006) that discusses HUD’s evaluation of the Project-
Based Section 8 applications and the basis for HUD’s final decision on Allston House. 

RATIONALE FOR RECOMMENDATION 
HUD's decision to revoke the project-based vouchers was based primarily on issues regarding 
the BHA's evaluation process of the Project-Based Section 8 applications, and is not the fault of 
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AHA or the tenants currently living at Allston House.  Allston House has been home to some of 
the low-income families and individuals for over thirty years.  AHA's goal is to acquire, 
rehabilitate and preserve the apartments for very low and low-income tenants.  The City had 
initially made a commitment to this preservation project in October 2004 when it provided AHA 
the funds to enter into a lease agreement to purchase the apartment building.  In February 2005, 
the BHA committed project-based vouchers to Allston House, which helped AHA secure the 
additional funds it needed to complete its financing plan.  Now the financing plan for Allston 
House is at risk unless AHA can fill the gap that resulted from the loss of Project-Based Section 
8 vouchers.  

ALTERNATIVE ACTIONS CONSIDERED 
Staff also considered having AHA resubmit an application for project-based vouchers during a 
new allocation process.  However, this would involve amending the Administrative Plan and 
implementing a new application process, which would take at least 6 to 8 months to complete.  
This delay would cause AHA to lose its funding commitments from the state MHP funds, federal 
low-income housing tax credits and bond financing.   

CONTACT PERSON 
Lourdes P. Chang, Community Development Project Coordinator, Housing, (510) 981-5419 
 

Attachments:   
1: Resolution 
2: Inclusionary Housing Program Projected In-Lieu Fees 
3: August 7, 2006, Letter from Stephen Schneller, HUD Director - Office of Public Housing RE: 
Application Rating for Project-Based Vouchers 
4: August 24, 2006, Letter from Berkeley Housing Authority to HUD Office of Public Housing 
RE: Response to HUD’s Application Rating of Project-Based Vouchers 
5: September 18, 2006, Letter from Stephen Schneller, HUD Director – Office of Public Housing 
RE: Application Rating for Project-Based Vouchers (HUD Response #2) 
6: September 28, 2006, Letter from Berkeley Housing Authority to HUD Office of Public 
Housing RE: Preservation Project (Allston House) at Risk 
7: October 10, 2006, Information Calendar Report to Berkeley Housing Authority RE: Status of 
Housing Authority Operations (pp. 1-3 of report) 
8: October 20, 2006, Letter from Stephen Schneller, HUD Director – Office of Pubic Housing 
RE: Allston House Application Rating for Project-Based Vouchers 
 



 

 

RESOLUTION NO. ##,###-N.S. 
 

COMMITTING FUNDS FROM THE HOUSING TRUST FUND (HTF) AS A PERMANENT 
LOAN FOR ALLSTON HOUSE, A 47-UNIT PRESERVATION PROJECT FOR VERY LOW 
AND LOW-INCOME FAMILIES, ACCOMPANIED BY A COMMITMENT TO LOAN CITY 
GENERAL FUNDS TO THE HTF IF NECESSARY TO MAKE UP ANY HTF SHORTFALL 

IN THIS AMOUNT IN JANUARY 2008 WHEN THE PERMANENT LOAN IS NEEDED. 
 
WHEREAS, on February 15, 2005, the Berkeley Housing Authority approved the allocation of 
104 Project-Based Section 8 vouchers, including 12 vouchers for Allston House, at 2121 Seventh 
Street in Berkeley, CA, Berkeley Housing Authority Board Resolution No. 708; and 
 
WHEREAS, in June 2006, the U.S. Department of Housing and Urban Development (HUD) 
informed the BHA that HUD would need to review and evaluate the applications for Project-
Based Vouchers as set forth in the HUD program guidelines for the Project-Based Certificate 
Program; 
 
WHEREAS, on August 7, 2006, upon HUD completion of its review of the applications, HUD 
informed the BHA that three projects, including Allston House, did not meet the threshold 
requirements and selection criteria for the program, and thus, would not be eligible for any 
project-based voucher assistance; 
 
WHEREAS, on October 20, 2006, HUD made its final decision to deny approval of project-
based assistance to Allston House, after it had agreed to give the project special consideration 
since it was a preservation project with all its funding commitments in place; 
 
WHEREAS, the loss of Project-Based Section 8 vouchers resulted in a funding gap of 
approximately $789,546 for the project and unless another funding source is identified to fill the 
gap, the loss of project-based assistance as a source of permanent financing would place 
Affordable Housing Associates (AHA) at risk of losing other funding commitments for Allston 
House and future affordable housing projects and would lead to the loss of forty-seven 
apartments for very low and low-income families and individuals; and 
 
WHEREAS, on November 2, 2006, the Housing Advisory Commission recommended approval 
of staff recommendation to commit a Housing Trust Fund loan in the amount of $789,546 to 
Allston House outside the normal funding cycle in order to save the project and forty-seven units 
of affordable housing. 
 
WHEREAS, the amount of the loan from the City would be $789,546 and with only $170,008 
unreserved funds in the HTF, City General Funds must be reserved in the amount of $619,538 
until such time as the additional funding is actually paid into the HTF.   
 
NOW THEREFORE, BE IT RESOLVED by the Council of the City of Berkeley that the City 
commit a $789,546 HTF loan to Allston House accompanied with a commitment of City General 
Funds to the HTF if necessary to make up any HTF shortfall in January 2008 when the 
permanent loan is needed. 



 

 

    Attachment 2 
Inclusionary Housing Program 

                        Projected In Lieu Fees – 2006 and 2007 
                                       Projects Under Construction 
 

Address Status & Projected 
Completion date 

Units 
eligible for 
in lieu fee 

Projected 
Fee from  
Project 

    
 
2628 Telegraph 

Const. nearly done 
Completion by Dec. 
2006 

 
3 

 
$500,000 

 
2700 San Pablo 

Under construction 
early stage,  
est. completion 
about Dec. 2007 

 
2 

 
$300,000 

 
1801 Shattuck 

Under construction 
early stage,  
est. completion,  
about Dec. 2007 

 
4 

 
$800,000 

 
 
 
                               Projects with Use Permits  

       Construction Not Started 
 

Address Units eligible 
for in lieu fee 

  
 
2041-2067 Center St. 
(Seagate/Arpeggio) 
 

 
11 

 

 
1201 San Pablo 

 
3 
 

 
 
 
 
Explanation: The in lieu fee captures 62.5% between the allowable inclusionary price and the 
market sale price. Allowable inclusionary prices range from $143,000 to $295,000 depending on 
the size of the unit and when permits were obtained. 
 












































