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City of Miami Beach, 1700 Convention Center Drive, Miami Beach, Florida 33139, www.miamibeachfl.gov

COMMITTEE MEMORANDUM

TO: Finance and Citywide Projects Committee Chairperson and Committee Members
FROM: Jorge M. Gonzalez, City Manager
DATE: October 27, 2011

SUBJECT: A DISCUSSION OF A PROPOSED MODIFICATION OF THE PROMISSORY NOTE
DATED FEBRUARY 5, 2007, BETWEEN MBCDC: MERIDIAN PLACE, LLC, A

FLORIDA LIMITED LIABILITY CORPORATION, TO THE MIAMI BEACH
REDEVELOPMENT AGENCY; AND TO DISCUSS A SUBORDINATION OF THE

CITY’S MORTGAGES IN FAVOR OF A MORTGAGE MADE BY A COMMERCIAL

LENDING INSTITUTION.

BACKGROUND

Meridian Place was built in 1940 and had been operating as a 72-unit transient hotel, located at
530 Meridian Avenue, which was purchased for rehabilitation by Carrfour Supportive Housing in
2001. The “as-is” purchase price in 2006 was $3,800,000, as supported by an August 22, 2006
appraisal by J.B. Alhale & Associates, Inc., which determined the “as is” value to be $3,800,000.

The appraiser also provided an “upon completion” value of $6,525,000. However, this value

was predicated upon the original build-out as a 71-unit development. As a result of ongoing
issues with its funders, Carrfour Supportive Housing indicated that it would no longer pursue
completion of the re-named “Sunsouth Place Apartments” project.

Miami Beach Community Development Corporation (MBCDC) was approached regarding its

interest in acquiring the property to ensure its continued availability to the community as

affordable housing. To complete the transaction, MBCDC requested funding from the City to

assist in the acquisition of the property. In July 2006, Miami Beach Community Development
Corporation (MBCDC) entered into a purchase agreement with Carrfour Supportive Housing for

the acquisition of the property. An underwriting analysis performed by First Housing Finance -
Corporation on November 29, 2006, determined that based upon the proposed financing
structure, the rehabilitation and construction completion, the principals’ experience, the
favorable financial support from the City of Miami Beach, and considering the noted debt service
coverage, the proposed transfer of ownership of the uninhabitable development to MBCDC was
considered favorable. At that time, there was no debt service contemplated for the RDA’s
$1,500,000 contribution.

On October 11, 2008, the Miami Beach Redevelopment Agency (RDA) approved Resolution

No. 538-2006 authorizing an appropriation of South Pointe Redevelopment Area funds in the

- amount of $1,500,000 to be utilized by MBCDC for the purpose of MBCDC’s acquisition and

rehabilitation of the building located at 530 Meridian Avenue to provide 34 units of affordable

housing for elderly, formerly homeless persons. On February 5, 2007, a Mortgage and Security

Agreement and a corresponding Promissory Note were executed by MBCDC: Meridian Place,

LLC, a Florida limited liability corporation (the Promissory Note), committing to a repayment

schedule in the amount of $150,000, commencing December 31, 2011, and continuing each
December 31 thereafter annually. '
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In order to complete the total renovation of the project and meet HUD’s national objective,
MBCDC also obtained funding directly from U.S. HUD, the State of Florida, and Miami-Dade
County to cover the construction costs. However, commercial bank financing will be necessary
to cover a budget gap and to provide gap financing until some other funding sources are
received. In order to qualify for the commercial bank financing, MBCDC must modify the
repayment terms of the February 5, 2007, Promissory Note and is also, as is customary with
bank financing, requesting that the City subordinate its secured debt position to the commercial
lending institution. The rehabilitation of the property (now known as Meridian Place) is
underway and the project is approximately 60% complete, with completion anticipated in
February 2012, assuming the necessary cash flow is secured.

ANALYSIS

At the time of MBCDC's acquisition of Meridian Place, total project costs were estimated at
$6,629,000, including acquisition. Since that time, the City’s regulatory processes, which
included Board of Adjustment and Historic Preservation hearings, as well as HUD’s regulations
concerning the size of the units, necessitated significant modifications to the plans, including the
complete reconfiguration of the floor plans to reduce the number of units to 34, the addition of
an elevator, and the reconfiguration of the lobby for ADA compliance. The total costs are
currently projected at $8,117,797, including the $3,800,000 acquisition cost. Total currently
allocated grant and loans funds are $7,139,822, including the RDA contribution. In addition,
U.S. HUD vouchers for construction debt will be available ($335,012), and MBCDC has secured
a commitment of Miami Dade County General Obligation Bond funds (County GOB) in the
amount of $440,431. Until the HUD and County GOB funds are paid to MBCDC, the funding
gap to complete the construction of the project is $977,975.

Currently, the County has $440,431 of District 5 funds allocated to “Miami Beach Community
Development Corporation to finance development of certain affordable housing units.” While
commercial bank financing is currently being sought in the amount of $977,975, once the
County GOB funds are released, MBCDC anticipates paying down the commercial bank loan
with the $440,431. MBCDC'’s preliminary approval of $440,431 in County GOB funds is still
subject to official project allocation to Meridian Place, and also to successful underwriting review
by the County. If MBCDC is ultimately successful in securing the County GOB funds for
Meridian Place, the savings in cash flow from the reduced debt service will be utilized to reduce
rents to make the units more affordable.

Based on current rental income projected for this affordable housing project, and in light of the
RDA debt service which is scheduled to commence this December and the current market value
of the property, MBCDC has been unable to obtain a commitment for private bank financing to
fill the current funding gap. MBCDC recently applied for a HUD HOME/HOPWA grant in the
amount of $300,000 from the City of Miami and was informed that the current cash flow
projections with an RDA repayment beginning this year would render the project unable to
maintain the levels of rents required by the grant program. Furthermore, a draft of the HUD-
required independent third-party Subsidy Layering Review recently requested by the
Administration indicated that the development’s cash flow, which is limited by HUD rents, does
not support annual principal payments in the amount of $150,000 to the RDA.

The value of the property was recently appraised in conjunction with the HUD-required Subsidy
Layering Review. On April 21, 2011, J. Alhale Appraisals, Inc. updated the previous appraisal
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and determined market values utilizing various different approaches, to be as follows:

Prospective Market Value Upon Completion of Renovation;
In a 34-unit affordable rental housing use
Without the favorable loan/grant package
(Not economically feasible)
$1,990,000

Estimated investment value in a 34-unit affordable housing
Use upon completion of remaining rehabilitation
Subject to the favorable loan/grant package
$4,760,000

Based on cash flow projections outlined in MBCDC’s Meridian Place Proforma dated 9/21/11,
which is attached and labeled Exhibit A, the annual RDA debt payments would create negative
cashflow of more than $100,000 in each of the next ten years. This position is further
compounded by an additional $1,000,000 in negative cashflow if the State debt is repaid in the
year 2020, as required.

MBCDC states that if the RDA Promissory Note is modified to reflect a deferred or forgivable
status, then the project will be provided with a modest net cash flow average of approximately
$20,000 for each of the next ten years; with the exception of the first year of operation. This also
presumes that MBCDC is successful in receiving its requested payment deferral and extended
amortization of the State debt.

ADDITIONAL INFORMATION

As a part of the City Commission’s May 11, 2011 referral of this discussion to the Finance and
Citywide Projects Committee, Commissioner Libbin requested that MBCDC provide a
spreadsheet of all the buildings owned by MBCDC and when they will become cashflow
positive. Commissioner Libbin asked which buildings are going to have free cash and when it
comes available. MBCDC’s Consolidated Revenue and Expense by Sequence Report Period:
9/1/2010 - 8/31/2011 is attached as Exhibit B ( Exhibit B1 is a summary of the revenues and
expenses; Exhibit B2 is the full back-up information). It is important to note that if there were
any positive cashflow from any one building, most, if not all of MBCDC’s buildings are highly
leveraged by a variety of grants, and any positive cashflow from one building would most likely
not be available to pay debt service on a completely different building. Furthermore, each of the
projects is organized as a separate limited liability corporation and therefore cashflow cannot be
moved between projects without legal agreements and justification.

RECOMMENDATION

Notwithstanding these considerations, a responsibility exists to ensure that HUD HOME and
CDBG funds allocated to this affordable housing project for formerly homeless elderly persons,
are utilized in a feasible project. In light of the HUD subsidy layering feasibility requirements, it
is recommended that the RDA loan repayment terms be restructured to be consistent with other
affordable housing grants (loans) from the City which defer the repayment of the funding as long
as the project is kept “affordable” in accordance with HUD guidelines. This project’s “affordability
period” is currently thirty (30) years, commencing at the issuance of the Final Certificate of
Completion. Should the deferral of RDA repayment be approved, it is recommended that at the
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expiration of the 30-year affordability period, the City may be given the option to either call in the
note, extend the affordability period (e.g. another thirty years), or otherwise modify the note.
Furthermore, consistent with other recently approved grants and loan documents to MBCDC, a
provision would be added to the terms of a modified loan which requires that, in the event the
project fails to comply with HUD’s affordability requirements, title to the property reverts to the
City and the RDA loan repayment is accelerated and is immediately due and payable.

CONCLUSION

Based on the project’s inability to service the RDA debt from projected affordable rent cash flow,
as well as the inability to secure additional funds based on the feasibility of the project with the
current RDA repayment schedule (specifically County GOB and private bank financing), it is
recommended that the RDA loan repayment terms be restructured to be consistent with other
affordable housing grants and mortgage documents provided by the City, which defer the
repayment of the funding as long as the project is kept “affordable” in accordance with HUD
guidelines. Additionally, a reverter clause is recommended which will require that, in the event
the project fails to comply with HUD’s affordability requirements at any time during the
affordability period, then the title to the property will revert to the City and the RDA loan
repayment will be accelerated and immediately due and payable to the City. Also, it is
recommended that MBCDC be required to apply the proceeds of the GOB funding from the
County to the reduction of the private bank financing, and rents be reduced to reflect the debt
service cashflow savings. Finally, in light of MBCDC’s need for upfront funding of the HUD
approved gap financing and the additional private bank gap financing, it is recommended that
the City subordinate its secured debt position in the maximum amount of $980,000 to a
commercial lending institution, if bank financing is secured, consistent with prior practice.

JMG/HMF/AP/ARB

Attachments

H:\Real Est, Hsng & Comm Dev\Community Development\Meridian Finance Memo October 27 2011 10-21-11.docx
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Meridian Place Proforna CMB Note Repayment 3,123

MERIDIAN PLACE APARTMEN TS :
530 MERIDIAN AVE, Miami Beach 11 33139 Squara Ft © 48,525
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C[(y of Mlaml Beach HOME FY 02/03 305,469 CMB HOME 958,972 En\ﬁ:onr}lenizll 20:000 éig:laﬁng Resenve @ 3% Bxp ;;gg
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Contingency i
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. 13:11:::&1 ;o be Financed Nﬁ.:l']/.z;sa's Co;sg;(:?;n - . . Developars OIH & Profit 470,392 [12% 515,585 15%
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Bank Loan See3 Funds 10_Year 335,012 12 6.50% 10 3,804 [Total Non Construclion Expebs 1,535,330
| Bank Loan 10 Year Loan 642,963 i2 B.50% 30 4,064
[Clty of Miami Beach RDA _ 708 1,500,000 12 0,00% 10 12,500 46,388
] . 12 0,009 30 0
TOTAL 2.477,975/ Total Mantfily Debl Service 20358
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5 | ANNUAL CASH.FLOW RATE 2011 2012 2013 2014 2015 2016 2017, 2018 2019 2020 2024
Ren&l Income Year 1- 10 3.00% 0 285 082 303,845 313,063 322,455 332,129 342,003 352,355 362,928 373814 385,025
Rental Income Year 11-30 3.005%
Vacanoy Joss,. e 5.00% 0 14,755 13,590 155653 16,123 16,606 17,105 17.618 18,146 18,891 19,257
Plus: Other Income 3.00% -0 [ o a 0 ] g 0 9
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1
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10122044



EXHIBIT B



Ravanue
Exponsos

Nol Incoma Avalleble for Dobl
& Depraclailon Expenso

Datl Servieo
MBCDE Overhoud and Profit

Dopracialion Expensa

Ml Incoma

MBCDC Consolidalad
Revente and Expense by Sequence
Reporl Perlod: 9/1/2010 - 8/31/2014

ALLEN .
SABRINA MICHIGAN BARCLAY CRESP {PROJECTED) CAMACHO  FERNWOOD  JEFFERSO MADISON SCATTERED SHELBOURNE VILLAMARIA  WESTCHESTER Total
136,747.43 184,106.62 339,447.05 127,432.06 1984,426.00 42,030.05 155979.81  108,00343  1686,88232  110,717.12 156,583.51 57121203 154,.430.04 2.360,039.27
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(47,691,39) (24,108.85) 934,62 (25500.36) {11,355.00) 20478 (60,510,32)  (31,462.48)  (67,516.62)  (10,357.87) {52,374.37) (45.543,45) (112.452.52) (562,743.51)
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MBCDC Consolldated
Revenue and Expense by Sequence
Reporl Period: 9/1/2010 - 8/31/2011

ALLEN
SABRINA MICHIGAN BARCLAY CRESPl __ (PROJECTED) CAMACHO  FERNWOOD  JEFFERSO MADISON SCATTERED EHELEOURNE VILLAMARIA  WESTCHESTER Tol=t
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Woarkers Compensellons [nsuranca 0.00 0,00 0,00 0.00 [X] 0.00 0.00 0,00 0.00 0.00 1,236.00 0.00 200.02 1.435.02
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MBCDC Consolldated

Revenue and Expensa by Sequence
Repori Perlod: 8/1/2010 - 8/31/2011

ALLEN
N SABRINA MICHIGAN BARCLAY CRESPI (FROJECTED) CAMACHO FERNWOOD  JEFFERSO MADISON SCATTERED SHELBOURNE  VILLA MARIA WESTCHESTER Tolal
Acquishtion Closing Costs 0.00 0,00 6.60 0.00 o.00 6.00 0.00 0.00 0.60 4186 0.00 0.60 6.00 141535
Uiiily Connecilon Fens 0.00 o000 0.00 0,00 0.00 3532 0,00 0.00 0.00 0.00 b.00 0.00 0.00 3532
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Talaphone 2,094.62 1,932.92 3,531.54 0.00 0.00 0.00 2,083.00 13,013.67 1.646.18 0,00 548537 284730 1.848.43 3537472
Gommen Cable 42147 0.00 339,08 0.0 0.00 @.00 30540 o008 0.00 0.00 0.00 as.en 0.00 1,405,835
Exierminalion Expensas 860,00 2,848.45 ) 2,80742 450.00 .800,00 160.00 1,080.00 1,080.00 960.00 600.00 1673.6¢ 1.440,00 594,97 878248
Elevaler Malnlenanca 0,00 0.00 970.00 0.00 3,000,060 0,00 2,522.25 4,171.54 3,171.98 0.00 271270 3,521.07 0.00 2101258
Lawh Maintensnca 840,00 1,680,00 $05,00 4,250,00 1.200,00 ado.00 910,00 1,030,00 150,00 0.00 1,812.5¢4 2g0,00 840.00 14,847.54
Supplies and Molorlols 2,063.95 D.00 0.0 260.00 1,000.08 78.08 0.00 .00 0.00 .00 0.00 153,28 2,00 aE2558
Condo Muintonanca Fas oon 0.00 000 o0 0.00 0,00 0.00 Do 0.08 48,750,84 0.00 6.00 0,00 4E750.84
Mansgement Fee MBCDC 11,760.00 16,876.00 12,000.00 9,408,00 a,870.00 3,176.00 10,584.00 16,076.00 249895 7.644.00 14,112.00 14,575.00 11,625.00 140,105.93
Monegamoni Foe Tux Credit Porner 0.00 o.on 0,00 0.00 0,00 0,00 0.00 0.00 2,499.96 0.00 0.0D .00 0.00 2.439.93
Conlract Malniunanea Fes MBCDE 16,200.00 25,200,00 o.up 13,200.00 27,300.00 7,750,00 14,400.00 22,000.00 13,800,00 10,200.00 14.200.00 27.500.00 1£.400.00 211.950.00
Jonflorial Conlrae! MBCDC 7,000.00 §,000,00 0.00 &,600,00 0.00 2,500,00 6,000.00 5,000.00 §,000.00 0.00 5.000.00 5,500,00 7.200.00 £8,200.00
Loan Faea .00 0.00 0.00 0.00 o.00 70.16 a.a0 D00 237.50 0.00 o.oo 11.443.00 0.00 1125563
Bank Foes 0490 §9.00 12,00 b.oo 0,00 2988 0.00 ao.0o0 78.10 v.00 {185.00) 115,00 45,00 254,05
Consltuciion Permits, Foes . 14375 393.75 493,76 345,00 0,00 o.0a 70.00 1085.00 v.0o 143.78 T0.00 SY8.00 BE3.T 3.507.05
Raserves for Replacemenls 6,000.00 8,100,00 32,000.00 4,800,00 11,700,00 7,200.00 5,400,00 8,100.00 0.0 3,900.00 7,200.00 10,200.00 7.200.00 112.500.00
Uncolioelatla Rent 0,00 0.00 0.00 o.00 9,870.00 4,60 236,00 a.00 0.00 6,00 0.00 0.00 6.31 10.206.31
Uneollaclobls Rl Prev.Perads 0.00 0,00 000 a8.00 0,00 0.00 a.00 o.0n 2.752.01 231500 §70.95 228,00 27.00 5.578.28
Exponsus Previous Perlods 0,08 0.00 0.00 . 0,00 0.00 0.00 3.437.84 0.00 0.00 0.00 139128 (1,017.39) .00 3,811.47
Exputisns 86,018,02 135,007.47 306,301.20 81,9742 158,944.00 42,703.58 139,118,068 138,137,091 118,465,238 91,248.75 185,850,42 175,12548 106,936.56 %,794,029.48
Met Income Avallabla for Debl 48,728.61 56,069.15 33,145,756 46,236.64 2540200 228,86 16,661.75 50,045.62 48,417.03 1946737 (ecs.e1) 93.083.55 4£7,553.45 45524887
& Dopraciation Expensa .
Deb! Sarvica (33,420,00) {31,481.00) (93.14) {11,904.00) (36,637,00) .{22.10) {170.07) __ (43,668.00) {18,324.13} (6.655,00) {145.48) {60,674.00) {45,545.00) {282,0¢8.20)
MBODOC Ovarhsad and Profil 45,308,561 24,588.15 a3,062,62 34,334.84 {41,185.00) 204,78 10,891.68 T.211.52 30,052.80 1281237 (41337 32.404.55 1.704.48 1€5,200.81
Dapreclaion Expenss {63,000.00) (118,697.00) (32,418.00)  {S9.94n.00) 0,00 0.00 (77.302.00)  (38740.00)  (87,611.52)  (31,170.00) (51,951.00) (77,948,00) 124.157.00) (75e.22£.52)
(47,891.39) (04,108,85) 93462 _ (25,508.36) {11.185.00) 20476 (80,610.32) _ (31,462.48)  (57.518.87) _ (18,357.63) (52,374.37) (45,523,45) (11£.452.5% (552.743.61),

Mo} Income




