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BACKGROUND

The 53¢ and Naranja Site (Site) is located in the Central Imperial Redevelopment Project Area in the
Southeastern San Diego Community Planning Area and adjacent to the Las Chollas Creek. The property
owner, Creekside Pointe, L.P. (Owner), processed a site development permit for the Site in 2006. The Site
was offered for sale and escrow was opened for sale of the property to an affordable housing developer
known as National CORE. SEDC then received a loan request from National CORE in the amount of
$50,000 for entitlement costs to prepare final documents.

On August 26, 2009, the SEDC Board of Directors made a motion to approve a letter of intent and draft
term sheet with National CORE as an expression of interest by the board and to pursue an acceptable
assignment of the property without any specified terms or conditions. The request from National CORE for
$50,000 did not come to fruition because the parties were unable to reach an agreement on the terms and
conditions of the assignment. .

Since then, National CORE is no longer in escrow for the Site and the Owner requested that SEDC take
over the bank’s position as lender on the site by purchasing the existing bank loan (Note) from Security
Business Bank (SBB)). Additional funding was requested for entitlement and financing costs. The Owner
also asked SEDC to provide additional funding for other costs related to acquiring the Site and preparing it
for development including property taxes, maintenance costs, franchise taxes, City fees, escrow and legal -
fees, liability insurance, overhead and debt service. The total amount of this funding request was
$728,000.

According to this proposal, the funding would allow the Owner to complete the entitlements for the Site,
prepare it for sale, and repay SEDC'’s funds with interest. The Owner estimated the Site will sell for $1.8
million within 12 months of the Agency buying the Note.

On February 10, 2010, the SEDC Projects & Development Committee (Committee) heard the request and
staff report recommending against the request. The Committee voted unanimously to redirect staff to
provide a more detailed analysis of the proposal and come back with a recommendation. Staff delivered a
more detailed analysis to the full SEDC Board on February 24, 2010 and the SEDC Board voted to
recommend to the Agency the expenditure of an amount not to exceed $350,000 to acquire the note and
trust deed and to modify the same to allow the Owner time to complete entitiements for the sale of the
subject Site to an affordable housing developer.

Shortly after the SEDC Board approved this transaction, the bank notified staff it intended to sell the note
and trust deed to a private party which had offered more money than SEDC's Board had approved
spending. A few weeks ago, the Owner approached SEDC staff and informed staff the private deal had
fallen through and the bank was willing to resume discussions with SEDC. Staff confirmed this with the
bank and is now bringing this deal back to the SEDC Board to re-affirm since it has not previously approved
the use of an OPA to complete this transaction.
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DISCUSSION

SEDC staff has reviewed the current proposal, has discussed the same with legal counsel, and has
requested additional information from the Owner and the bank to complete due diligence for the transaction
now being proposed. All of the information received to date confirms the salient points of the deal.

The Site is approximately 1.5 acres and is centrally located in the Central Imperial Redevelopment Project
Area. Because of its proximity to Market Creek Plaza and its location within approximately 1/4 mile of the
Euclid and Market Trolley station, the Site can be considered a potential transit oriented development site.
Development of this Site could serve also as a catalyst for other critical development in the immediate
area. Further, since the Site is located adjacent to Las Chollas Creek, necessary improvements and public
access to the Creek would be included in any development ultimately approved for the site.

A California Environmental Quality Act (CEQA) analysis for this Site has been completed and was adopted
in 2009 through the 5 Amendment to the Central Imperial Redevelopment Plan. This SEDC funded
Environmental Impact Report (EIR) will allow more expeditious entitiement processing and be the base
governing environmental document for development on the Site.

The most recent (2010) appraised value for the Site is slightly in excess of $1,100,000. Staff has requested
a copy of the most recent appraisal from the bank. The current funding request from the Owner as written is
$350,000 which represents an Agency loan to value (LTV) of just over 30%. As proposed, the Agency will
hold a first lien position on the property and will record an OPA with an affordable housing use covenant on
the Site once the deal is complete.

Section 33334.2(a) of the California Community Redevelopment Law (“CRL") provides, in pertinent part,
that 20% of tax increment generated from the project area “shall be used by the agency for the purposes of
increasing, improving, and preserving the community’s supply of low and moderate income housing
available at affordable housing cost." Although the CRL provides the Agency with broad discretion in
determining how to spend the LMIHF, all expenditures must “increase, improve and preserve the
community’s supply of affordable housing for persons and families of low and moderate income.”

Further, Section 33334.2(e) of the CRL provides that, in carrying out its purposes, the Agency may exercise
any and all of its powers for the “construction, rehabilitation, or preservation of affordable housing for
extremely low, very low, low, and moderate income persons or families” including, without limitation, (i)
acquire real property; (i) improve real property or building sites with onsite and offsite improvements; (iii)
acquire buildings or structures; (iv) develop plans, pay principal and interest on bonds, loans, advances, or
other indebtedness, or pay financing or carrying charges.

Although the Agency is authorized to make loans using LMIHF and the Agency can use LMIHF as security,
it is not clear from the current proposal how purchasing the Note and providing the additional proceeds will
“increase, improve and preserve the community’s supply of affordable housing for persons and families of
low and moderate income” or result in the “construction, rehabilitation, or preservation of affordable housing
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for extremely low, very low, low-, and moderate income persons or families.” While the intention of the
Owner may be to seek entitlements for the development of an affordable rental housing project and
thereafter sell the Site to a developer, the Agency would not have any security or contractual commitment
from any party that an affordable housing project will result from its investment.

Section 33334.3(f)(1) of the CRL provides in pertinent part that the when using LMIHF monies, the Agency
shall require that housing units remain available at affordable housing costs to, and occupied by, persons
and families of low or moderate income and very low income and extremely low income households for the
longest feasible time, but for not less than fifty-five years for rental units and forty-five years for owner-
occupied units.

To ensure that the Site is reserved for low/moderate income housing and to fulfill the obligations of the
CRL, an OPA will be used to record use restrictions against the Site to address this CRL provision as a
condition precedent to the Agency's purchase of the Note using low/moderate income housing funds.
Therefore, the Site will be required to provide for affordable housing onsite for 45 years if the units built are
offered for sale and 55 years if the units built are for rent. These restrictions will run with the land, not the
Owner, and any future purchaser of the Site will need to meet these restrictions.

Even with the modified loan agreement and OPA use restrictions, there is no guarantee an interested
developer will purchase the Site. However, the Owner has already entered into a Letter of Intent with The
Related Companies of California, LLC which calls for Related to acquire the site once entitlements are
complete.

The terms of the proposed modification of the note and trust deed would extend maturity for one (1) year
from the date of acquisition by the Agency on an interest free basis and further allow the Owner to extend
the note for one (1) additional year, assuming there has been no other event of default, by making monthly
interest only payments based on the One Year US Treasury rate. The modified note will be made to the
ownership entity and there will be no personal guarantors for the obligation. The Owner will be required to
pay all entitlement costs, taxes, and other costs or fees as the same are incurred and due until the Agency
note is paid in full.

CONCLUSION

Affordable housing is an identified need in the Southeastern San Diego area and this Site was identified as
a potential project site in the recently adopted 5-year Implementation Plan for the Central Imperial Project
Area. Although this Site was not identified through the Strategic Plan for a major catalyst project, staff feels
it could be seen as a smaller catalyst project for the immediate surrounding neighborhood and as a transit
oriented development adjacent to the Pilot Village.

Due to the reasons stated above, staff recommends that the SEDC Board of Directors approve negotiating
a purchase of the note and trust deed to assume the bank’s position as lien holder on the Site, modify the
terms of the note and trust deed with the Owner, and execute an OPA with the Owner requiring the
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development of affordable housing on the Site. SEDC and the Agency will require the Owner provide some
measure of security that all entitlement costs for the property will be obtained through other means than the
Agency. Staff specifically recommends against the funding of any predevelopment or entitlement costs as
this practice is not in conformance with standard redevelopment business practices and the risk of non-
payment to the Agency is too great should the Owner fail to gain entitlement approvals.
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