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SALT LAKE CITY COUNCIL STAFF REPORT 
 

DATE: July 7, 2006 
 

SUBJECT: Proposed Housing Trust Fund Loan to Wasatch Advantage Group for 
construction of the Providence Place Apartments 309 East 100 South  

AFFECTED COUNCIL DISTRICTS: District 4 
 

STAFF REPORT BY: Gary Mumford 
 

ADMINISTRATIVE DEPT.  Housing and Neighborhood Development 
AND CONTACT PERSON: LuAnn Clark 
 

 

KEY ELEMENTS: 

On April 19, 2005, the City Council approved a 40-year $850,000 loan at an interest rate of 2.45% 
for the City Plaza Apartment project on 200 East that was to provide 200 affordable units for 
households with income at 60% of area median income or less.  There were some delays between 
the loan request and approval because the city was drafting a new loan policy.  Shortly after the 
loan was approved, the developer determined that the site was no longer available.  After months 
of looking for a similar site, one of the original partners of the City Plaza project along with 
additional partners/investors acquired land at 309 East 100 South and requested a similar loan 
for a project to be known as the Providence Place Apartments.   

The Providence Place Apartments will consist of 125 rental units comprised of 30 two 
bedroom/two bath units (rent $767), 69 one-bedroom/one bath units (rent $641), and 26 studio 
units with one bath (rent $604).  Rents will be restricted and targeted to households at 60% of the 
area median income or lower.  The Administration’s transmittal points out that rents are in line 
with the independent market study.  The $14,000,000 project will remain affordable for 51 years.  
The City’s loan will be leveraged with $8,100,000 of private activity bonds issued by the Utah 
Housing Corporation and $4,983,000 of tax credits.  The permanent financing will reimburse the 
partners for the cost of the land and predevelopment costs.  The average cost per unit is $114,200.  

The project will include 125 covered parking spaces in a tiered parking structure and an outdoor 
plaza and/or roof garden.  All units will be handicap accessible.  The project will include the 
following amenities:  controlled access, on-site management office, club room/computer resource 
center/library, and fitness room.  The units will have walk-in closets, dishwashers, and clothes 
washers and dryers.  

The project provides additional affordable housing units in the downtown area and increases the 
property tax base for the City.  The local economy benefits with the use of local contractors and 
architects as well as from the increase in the number of city residents.  A letter from the Central 
City Neighborhood Council dated May 3, 2006 states that there was general support for this 
project.   
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MATTERS AT ISSUE/POTENTIAL QUESTIONS: 

1. Loan amount – The developers requested the same loan amount as the City Plaza Apartment 
project of $850,000.  Even though the project will be for 125 units rather than the 200 units 
proposed for the City Plaza Project, the high cost of land and construction costs have 
significantly increased since the time of the City Plaza project.  The Housing Trust Fund 
Board set a guideline in March 2004 of a maximum loan of $300,000.  The Board apparently 
recognized the value of this project and recommended a loan of $500,000.  Mayor Anderson 
forwarded a proposal for a $600,000 loan.  Mr. Kevin Keating, representing Wasatch 
Advantage Group, told council staff that a condition of the private activity bond allocation 
was obtaining an $850,000 loan from the city’s housing trust fund.  The applicant indicates 
that the project may not be financially feasible without the higher city loan.  

2. Interest rate – The developers requested the same interest rate (2.45%) as approved for the 
City Plaza Apartment loan approved in 2005 (but not issued).  Interest rates on the city’s 
pooled investments have increased since that time to 4.77% in May 2006.  The Housing Trust 
Fund Board generally recommends loans at slightly greater than the City’s average pooled 
investment earnings rate unless the project provides housing for the very low income 
residents, seniors, and disabled or special needs residents.  The Board recommended an 
interest rate of 5%.  Mayor Anderson forwarded a proposal for a loan at 4.65% (approximate 
average earnings rate for May 2006).   Mr. Kevin Keating told Council staff that this interest 
rate greatly reduces the incentive for the project since the permanent financing is only a little 
higher at about 5.5%, and indicated that the project may not be feasible at this higher interest 
rate.  Mr. Keating noted the following additional information:  “Lower the interest rate the 
lower the debt service.  This increases cash flow for sizing the permanent loan. Since the 
senior mortgage is sized based on how much net cash flow is available, the lower monthly 
debt service allows us to borrow more from the senior lender.  To maximize our senior loan 
amount we have assumed a 2.45% interest rate on the Housing Trust Fund loan.” 

 

3. Loan period – The developers requested the same loan period (40 years) as approved for the 
City Plaza loan.  The Housing Trust Fund Board typically recommends 30-year loans.  The 
Board forwarded a recommendation for a 30-year loan for the Providence Place Apartment 
project.  Mr. Kevin Keating told Council staff that the higher debt service of a 30-year loan 
may result in an unfeasible project.  Mr. Keating noted the following additional information:  
“Here again,  a longer amortization period means the loan pays off over a longer period of 
time and as a result the monthly debt service amount is lower.  Since the senior mortgage is 
sized based on how much net cash flow is available, the lower monthly debt service allows us 
to borrow more from the senior lender.  We have assumed a 40 year amortization period on 
the Housing Trust Fund loan to help fill the financing gap in the project numbers.” 
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4. Loan repayments based on available cash flow – The debt coverage ratio for this project is 
below the standard of 1.15 used by the Utah Housing Corporation on tax credit and bond 
projects.  In order to bring the ratio up, the developers are requesting that the loan be a cash-
flow loan where payments would be made to the city only if there is sufficient net operating 
income available for repayment.  The developers’ intent is to make the payments as 
scheduled.  A loan based on available cash flow will allow for sufficient debt coverage ratio to 
obtain sufficient permanent financing.  The Housing Trust Fund Board did not recommend 
that the loan be based on available cash flows.  Mr. Kevin Keating told council staff that the 
intent is to make the payments as scheduled.  He indicates that he has advised the senior 
lender that the Housing Trust Fund loan will be a “hard loan with hard debt service 
payments required to repay the loan.”  He indicates that the senior lender will underwrite 
accordingly.   

 

5. Preference for mixed-income projects – The housing policy currently being considered 
includes a preference for mixed-income projects.  This project will be entirely for those at 60% 
of area median income or less.  The draft housing policy also contains a preference for the 
number of affordable units to exceed the number of market rate units only if the median 
income of the area is 60% or above.  The average median income for this area is lower than 
60%.   

6. Deferred developer fee – The deferred developer fee is $342,790, which is less than the 
amount allowed by the Utah Housing Corporation for tax credit financing.  The deferred 
developer fee gets paid out of net operating income from project operations in lieu of 
receiving net operating income (or net profits) from operations.  The developers are not 
earning both net operating income and deferred developer fees; its one or the other.  
Conversely, that means that if the project is paying off the deferred developer fee, it has no 
net profits available to distribute to the developers from current operations.  According to Mr. 
Kevin Keating, the sole benefit of converting net operating income to a deferred developer fee 
is that developer fee expense is an eligible expense and therefore includable in determining a 
projects eligible basis.  The eligible basis is in turn used to compute the amount of tax credits 
that the project is eligible to receive.    

7. Balance in Trust Fund – The current balance in the Housing Trust Fund is $2,767,000.   

8. Impact fee waiver – The developer will be eligible for an impact fee waiver of $162,500.  The 
traditional source for funding these waivers is from fund balance, which is already most 
likely below 10% of general fund revenue.   

9. All or nothing – Mr. Kevin Keating told council staff that in order to make the project feasible 
the city’s loan must be $850,000 at 2.45% for 40 years.  He said that the project probably won’t 
go forward without the requested city loan amount and terms.  The Council may wish to ask 
the developers to provide a written response as to whether there are any options to make the 
project feasible at the loan amount and terms recommended by the Mayor.   
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In April 2005, Council members made the following observations when discussing the proposed 
loan for the City Plaza project, for which one of the partners was Mr. Kevin Keating.  

Statements in favor of loan:  
• Thousands of more housing units are needed in the City 
• The downtown area needs more housing 
• The City Plaza project will help fill mid-level housing needs 
• The group consisting of 60% of AMI was missing from the City’s core downtown area; the 

City has both high-end and low-end housing but lacks housing similar to what was being 
proposed 

• For-profit entities play a pivotal role 
• The goal of thousands of housing units is reachable with the City’s willingness to 

participate collaboratively with developers 

Statements against $850,000 loan:  
• The loan is in excess of the Housing Trust Fund Board’s $300,000 maximum policy; the 

Housing Trust Fund has limited resources 
• The Council has a long standing policy to not loan money on projects where 100% of units 

have income limitations 
• 60% of AMI is the most difficult market because of direct competition with existing at-

market properties; the potential for vacancies may be high 
• For-profit developers are in direct competition with existing non-profit entities who are 

trying to provide housing for residents with lower levels of income 
• The loan is against the draft housing policy 
• The loan is inconsistent with previous loans 

 

 
OPTIONS: 

1. Forward the loan request as proposed by the Mayor to a future Council Meeting for 
formal consideration ($600,000; 30-year term; 4.65%). 

2. By straw poll determine whether there is support for the loan amount and terms 
requested by the developers ($850,000; 40 year term; 2.65%).  

3. Determine whether there is support for the Board’s recommended loan amount and terms 
($500,000; 30-year term; 5%) or for some other loan amount and terms.   

4. Request additional information such as the possibility for the project to be feasible under 
the loan amount and terms recommended by the Mayor. 

5. Deny the loan. 

 

A representative of the Wasatch Advantage Group will be at the Council work session in case 
there are questions that the Council would like to speak directly to the developers.  
Representatives are also available to meet with individual Council Members at your convenience 
to provide more information and respond to questions.  

 











































@ to increased costs of borrowing to the City, then we ask that the interest rate on the loan not be any 
higher than necessary and, in any event, not higher then the cost of funds to the City. 

We are committed to developing decent, safe, and affordable apartment communities. With the City 
Council's approval of this final aspect of our project financing we hope to start preparing the 
construction site within the next few weeks. The lack of affbrdable housing in downtown Salt Lake 
has been well documented in the City's own housing needs analysis. The 125 affordable apartment 
units proposed for the Providence Place Apartments will help the City satisfy its affordable housing 
needs and will benefit all the citizens of Salt Lake by addressing a very real affordable housing 
problem within the city. 

We are grateful for your continued assistance with regard to this loan application and look forward 
to partnerhg with the City to address the need for quality affordable housing downtown. Thank you 
again for your time and consideration of this request. Please do not hesitate to call me if you have 
any additional questions concerning any aspect of our proposed development or in connection with 
the loan application. You can reach me at (402) 504-1942 or by email at kkeating@netwasatch.com. 

Sincerely, 

Kevin M. Keating 
Vice President Acquisitions & General Counsel 
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