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REPORT TO HOUSING AND HUMAN SERVICES COMMISSION

SUBJECT
Consider Request from MidPen Housing for Extension of $964,750 HOME Loan for Carroll Inn

BACKGROUND

In October 1991, the City selected MidPen Housing Corporation (MidPen) to develop a single room
occupancy (SRO) affordable housing development. The City entered into a purchase agreement (of
then City-owned property) with MidPen for $964,750 and issued a loan in March 1994 in the same
amount for development of Carroll Inn, a 122-unit single room occupancy (SRO) affordable housing
development. The 30-year loan was funded with federal HOME funds and the property is deed
restricted for thirty years to provide affordable housing. Carrol Inn serves special needs households
with incomes at or below 40% of the Area Median Income.

The loan is currently split into two repayment directives:
e A principal loan amount of $750,000 with accrued interest being deferred for the loan term of
thirty (30) years and due in full in March 2024.
e Remaining principal amount of $214,750 and accrued interest repaid in annual residual receipt
payments (defined in the Second Amended Agreement regarding the SRO project at 174
Carroll Street, Attachment 2) with any unpaid principal and interest being due and payable in
June 2024.

As of December 31, 2023, the loans with the City of Sunnyvale combined have a principal and
interest balance of $1,433,526.

The development of the Carroll Inn received other loans for the construction of the project totaling
approximately $15 million. Subsequent to the initial construction, other loans have been awarded for
maintenance and upgrades to the development (or will be awarded in the coming months). Other
funding for the initial development came from the State and County.

On January 18, 2024, MidPen formally requested a fifty-five (65) year extension of the City’'s HOME
loan. Staff has currently allowed a pause on repayment until the Council considers this item. The City
Council will consider this item on April 23, 2024.

EXISTING POLICY

Housing Element of the General Plan

GOAL H-2 Affordable Housing and Home Buyer Assistance - Assist in the provision of affordable
housing to meet the diverse needs of Sunnyvale’s lower- and moderate-income households.
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Policy H-2.1 Maximize Affordable Housing. Leverage local financial assistance with other
sources of funding and identify new funding sources for affordable housing to maximize the
number of affordable units and to reach the deepest level of affordability.

Policy H-3.4 Preservation of Affordable Rental Housing. Work with property owners,
tenants, and non-profit purchasers to facilitate the preservation of publicly-assisted rental
housing and at-risk below-market rate units to maintain affordability to lower-income
households.

ENVIRONMENTAL REVIEW

The action being considered does not constitute a "project” with the meaning of the California
Environmental Quality Act ("CEQA") pursuant to CEQA Guidelines section 15378(b)(4) in that is a
fiscal activity that does not involve any commitment to any specific project which may result in a
potential significant impact on the environment.

DISCUSSION

On January 18, 2024, MidPen sent a letter to the City requesting that the City Council consider
extending the loan repayment date for fifty-five (55) years, or from June 2024 to June 2079
(Attachment 1).

As is common with aging affordable housing developments, MidPen is actively working on substantial
maintenance and renovation of the development to ensure the property is suitable to provide high
quality affordable housing in perpetuity. Work is being done on electrification, energy efficiency,
elevator repairs, roofing, standard interior upgrades, and more. Carroll Inn is currently 30 years old
and MidPen has recently focused on prioritizing funds for improving the condition of the property
rather than putting funding aside in reserves for loan repayments, making repayment of loans very
challenging at this time. There is currently very little debt on the property; the main debt is a loan from
the California Department of Housing and Community Development, Rental Housing Construction
Program (HCD-RHCP) in a senior position that restricts rent increases (and requires the greatest
annual payments), limiting MidPen’s ability to pay down junior loans (such as the one from the City),
and a HOME loan from the County. MidPen also requested a 55-year extension for the loan from the
County that was approved by the Board of Supervisors in February 2024.

As of the date of this report, MidPen has paid down the $214,750 portion of the loan which has
residual receipt payment requirements. Payments received have totaled $371,154 (applied toward
principal and interest) with a remaining principal loan balance of $12,516. While residual receipt
payments can vary annually, the average loan payment made over the past ten (10) years is $42,000
per year. The remaining $750,000 principal portion of the loan (due in March 2024) was fully deferred
for thirty (30) years.

If the loan extension request is approved, the loan and affordability period would extend for fifty-five
(55) additional years. As the current loan agreement provides that $750,000 of the total loan shall be
deferred for thirty (33) years, the new extended Loan Agreement can be amended at the discretion of
Council.

Staff recommends approval of the loan extension and requirement of residual receipt payments
annually for the entire remaining loan principal balance, which will supplement available HOME
funds. Residual receipt payments vary widely based on annual cash flow and other Senior debt
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payments in higher priority than the City’s loan. As MidPen uses other loan sources to fund
rehabilitation of Carroll Inn, that may limit payments to the City’s HOME loan as well since each loan
would receive a fair share of residual receipts.

If the loan extension request is not approved, approximately $13,000 would be due on June 1, 2024,
and $1.45 million would be due and payable immediately; while the City’s affordability restrictions
would expire as well, there are other deed restrictions on the property from the State and County that
would continue to mandate affordability of the units.

City Use of HOME Loan Repayments

As an Entitlement City, Sunnyvale is allocated non-competitive federal HOME funds annually from
the Federal Department of Housing and Urban Development (HUD); recent annual allocations
average $400,000. Each fall, Sunnyvale staff release a request for proposals to award HOME funds
to local nonprofits who support lower income households. Historically, during times when the City
received greater HOME allocations, HOME funds were commonly used for affordable housing land
acquisition, construction, and rehabilitation. However, in recent years as funding remains flat or even
slightly decreases, the City has been setting aside all HOME funds for Tenant Based Rental
Assistance, a rental subsidy program serving about 40 households, currently administered by
Sunnyvale Community Services.

Payments received on HOME loans are deposited back into the City’s HOME fund as “Program
Income” (PI). This revenue is then reallocated for future grants and loans and can help supplement
the City’s limited HOME annual allocation. Historical Pl revenue often greatly exceeds the annual
allocation, so much so that the City has recently been able to release upwards of $1 million annually
towards the Tenant Based Rental Assistance (TBRA) program. The City has received $2.7 million in
HOME PI over the last five years and anticipates receiving approximately $1 million over the next ten
(10) years between residual receipt loan payments and loan maturity payment (not accounting for
loan repayment of this loan for Carroll Inn).

FISCAL IMPACT

If the request to extend this loan for an additional 55 years is approved, the HOME fund would not
receive full loan repayment until 2079; however, annual residual receipt payments would still be
deposited into the HOME fund as Carroll Inn cash flow allows. Approving the extension of this loan
and lack of full repayment in 2024 would lead to less available funding in future cycles of HOME
funding availability for TBRA. There is no impact to the General Fund.

PUBLIC CONTACT

Public contact was made through posting of the Housing and Human Services Commission agenda
on the City’s official-notice bulletin board, on the City’s website, and the availability of the agenda and
report in the Office of the City Clerk.

ALTERNATIVES

Recommend the City Council:

1. Approve the HOME loan Extension Request from MidPen for Carroll Inn for an additional 55
years, and Authorize the City Manager to enter into an Amended Loan Agreement for the
remaining loan balance requiring annual residual receipt payments.

2. Approve the HOME loan Extension Request from MidPen for Carroll Inn for an additional 55
years with no loan modifications, allowing the $750,000 principal to continue to be deferred for
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the new term of the loan.

3. Do not approve the HOME loan Extension Request from MidPen for Carroll Inn for an
additional 55 years, and require the existing loan be due and payable upon maturity.
4. Do not approve the HOME loan Extension Request from MidPen for Carroll Inn for an

additional 55 years, but modify the amount due and payable and/or the loan terms (e.g.,
interest, loan repayment date, etc.).

RECOMMENDATION

Alternative 1: Recommend the City Council approve the HOME loan Extension Request from MidPen
for Carroll Inn for an additional 55 years, and Authorize the City Manager to enter into an Amended
Loan Agreement for the remaining loan balance requiring annual residual receipt payments.

While the repayment of this HOME loan would allow the City to award greater funds to the Tenant
Based Rental Assistance program over future years, preservation of Carroll Inn is a priority to ensure
these very low income SRO units remain available and habitable in downtown Sunnyvale. No specific
programs would be impacted by extending the loan as there is no plan for use of the repaid funds.

Prepared by: Jenny Carloni, Housing Officer

Reviewed by: Trudi Ryan, Director, Community Development
Reviewed by: Connie Verceles, Deputy City Manager
Approved by: Kent Steffens, City Manager

ATTACHMENTS

1. Reserved for Report to Council

2. Existing Loan Agreement for Carroll Inn
3. Loan Extension Request from MidPen
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