













3/3/2011

COUNTY OF MILWAUKEE

INTEROFFICE COMMUNICATION

DATE:
March 3, 2011
TO:
Lee Holloway, Chairman, County Board of Supervisors 

FROM:
John Ruggini- Fiscal and Budget Administrator



SUBJECT:  Due Diligence Report for the allocation of funds from the Special Needs Housing Program (SNHP) to Community Advocates for a supportive housing development.
Request

The Department of Administrative Services is recommending approval of the attached resolution to adopt additional requirements for participation in the Milwaukee County Special Needs Housing Program (SNHP) and the approval of a $260,000 grant for Community Advocates’ Autumn West project to provide 21 transitional living housing units for Milwaukee County Behavioral Health clients.

Special Needs Housing Program

In 2007, Milwaukee County created the SNHP for the purpose of providing partial financing for the development of supportive housing in Milwaukee County.  The SNHP is financed through loans from the Board of Commissioner’s State Trust Fund Loan program.  The SNHP project scope for the loans consists of the following:  acquisition of land and construction and or renovation of facilities for the purposes of providing housing for persons with mental illness and/or others served by the Milwaukee County Department of Health and Human Services (DHHS) - Behavioral Health Division (BHD).  When the fund was created, the County Board also adopted specific criteria that are required for a project to be eligible to receive funds from this program.  The criteria are as follows:
· Eligible Applicants- non-profit developers or agencies who have the capacity and experience to develop and own the housing and whose project team includes members, who have experience providing housing/services to adults living with serious and persistent mental illness.  Eligible applicants may partner with an appropriate service agency to provide the services necessary to support people living with serious and persistent mental illness in permanent housing.
· Eligible Projects- new construction or rehabilitation projects that provide permanent housing where:

· At least 40% of the units developed are (in accordance with applicable fair housing laws) primarily set aside for use by Behavioral Health Division consumers living with serious and persistent mental illness (as determined by Behavioral Health Division), and 

· Who are under 30% of median income
· Eligible funding requests- grants for any given year may not exceed 10% of the total development costs for units set aside for Behavioral Health Division consumers living with serious and persistent mental illness.  The dwelling unit set aside shall be for 10 years or the term of the tax credit commitment, whichever is longer.
· Minimum request of $100,000

· Maximum request of $500,000
· Eligible Activities- project costs related to new construction, rehabilitation, acquisition of real property, clearance and demolition, removal of architectural barriers, and other activities necessary for the development of the project.
· Disadvantaged Business Enterprise (DBE) participation- in order to be considered for County funding, project developer must agree to meet or exceed County DBE requirements pertaining to construction projects.
The Department of Health and Human Services (DHHS) has submitted a report for the March cycle to the committees on Economic Development, Health and Human Needs, and Finance and Audit.  The DHHS is requesting County Board approval to allocate $625,000 from the Milwaukee County Special Needs Housing Program to Community Advocates to partially fund the Autumn West supportive housing development.  The development will be located at 3412 West Lisbon Avenue.

The Department of Administrative Services in accordance with Administrative Procedure 7.92 Due Diligence, has conducted a due diligence review of Community Advocates request for funding from the SNHP.

Background
Community Advocates is a nonprofit organization that has been in existence since 1976.  They provide a number of services to at-risk individuals and families in the Milwaukee area that have low-income, are homeless, and also have chronic mental illness.  Some of the services they provide are health care advocacy, case management and protective payee services, homelessness prevention, energy assistance, disability advocacy services, and housing/case management services.1 The organization currently works with Milwaukee County through purchase of service contracts to provide most of these services.  

In 2009, Community Advocates assumed operations of the Autumn West (supportive housing program) and Transitional Housing Program (THP) that were previously run by the American Red Cross.  Autumn West serves as an entry point to housing and the mental health system for single mentally ill clients.  This program currently contains 27 beds, seven of which are for the Transitional Housing Program (THP) and are funded by Milwaukee County’s Behavioral Health Division (BHD) and 20 for single homeless adults that are mentally ill.  The THP serves BHD consumers with the intention of providing temporary residence to these clients after they are discharged from the Behavioral Health Complex.  Clients come to the Autumn West program through referrals made to Safe Haven from homeless shelters and outreach workers.  Safe Haven is a program that provides supportive housing services to homeless individuals.  The individuals that come into this program have no income and are not receiving case management services, which means that at the time of entry, these people have not been receiving any support services.  Once they are in the program, they are offered on-site assistance with activities of daily living and coordination with contract case management agencies.  Clients can stay up to 24 months but the average length of stay is 6-8 months. These consumers successfully leave the program when they are placed in permanent housing facilities including Milwaukee County’s Shelter Care program.  
Currently, these programs are operated in a temporary location, which is the Former Hillview Nursing Home.  The organization was given a period of two years to operate in this facility with an agreement that they would find an alternate site by the end of the two-year period.  The two-year period began October 2008 and ended September 2010. The organization has been allowed to remain in this facility due to their progress in relocating these programs to a permanent site.
The development to be known as “Autumn West” originally consisted of 21 units, with five designated for BHD clients.  However, this was not within the criteria which states that 40% of the units developed must be designated for BHD clients.   DAS worked with Community Advocates and Housing to determine the true need of the BHD population.  As a result, it was determined that all 21 beds would be designated for BHD clients, and each client’s file would include supporting documentation.  BHD would continue to support the services for five of these units and services for the remaining 16 units would be covered by funds from Housing and Urban Development (HUD).  The total cost of this development is $2.6 million.  In addition to their request to Milwaukee County for $625,000 towards the development costs of this project, they have also requested $172,000 from the City of Milwaukee’s Housing Trust Fund, which is contingent upon the receipt of funds from the County, and they will receive $1.5 million in Community Development Block Grant (CDBG) Disaster Recovery Funds.  However, the project still includes a gap of approximately $668,000.  It is up to the organization as to how the additional funds will be obtained.  
Having a permanent location for these programs would be beneficial to Milwaukee County, as it would be an increase in services for the mentally ill.   In addition, it provides temporary housing for BHD clients until permanent housing is available, which decreases the number of clients that would otherwise go to BHD if these services were not available.
Review & Analysis

The Department of Administrative Services (DAS)- Fiscal Affairs has reviewed the project proposal from Community Advocates and prepared the analysis that follows.
Financial Impact
The County created a Special Needs Housing Fund in its capital program in 2007.  A total of $3,000,000 has been allocated to the Fund since its inception: $1,000,000 in 2007 and $2,000,000 in 2009, for approved supportive housing development projects.  There is approximately $632,000 remaining in this fund.  The County is currently paying approximately $425,000 annually through 2017 to retire the loan from the State Trust Fund Loan Program.  The annual amount decreases to $278,000 each year for the two remaining years, 2018 and 2019.  Community Advocates is requesting $625,000 of these funds for the development of Autumn West.  However, the project is only eligible for $260,000 based upon the approved criteria, which states that grant amounts for any given year may not exceed 10% of the total development costs for units set aside for BHD consumers.  The $260,000 is 10% of the total project costs which is $2.6 million.  If the County approves the $260,000 grant to Community Advocates, the remaining available balance in the SNHP will be $372,000.
The original request was to issue these funds in the form of a no-interest, deferred payment, 10-year loan.  After reviewing the financial statements of the organization and the program, DAS has concluded and Community Advocates agreed that the organization does not have the ability to repay this loan.  The program will not receive any revenue that could be used towards the repayment of this loan.  The clients that come into this program have no income.  As a result, Community Advocates does not have the ability to repay the County for the loan.
Recommendation

The DAS has reviewed the last three years (2007-2009) of the audited financials for Community Advocates.  Although, the DAS has concerns regarding the financial impact of the organization’s recent acquisitions of non-profits, the concerns do not prohibit Community Advocates from proceeding with the Autumn West project.   
DAS has contacted the City of Milwaukee regarding the agreement with the Wisconsin Department of Commerce to obtain $1.5 million in CDBG Disaster Recovery funds.  Community Advocates provided a letter from the Wisconsin Department of Commerce that communicates to the City of Milwaukee that the Autumn West project is eligible to receive CDBG Disaster Recovery funds.  The letter also states that the City of Milwaukee must adopt a Citizen Participation Plan and Authorizing Resolution prior to entering into an agreement with the Wisconsin Department of Commerce. The City of Milwaukee indicated that the Citizen Participation Plan and Authorizing Resolution have been approved and agreed to provide documentation to the County.  The City of Milwaukee also verified that the Autumn West project was approved for $172,000 from the City of Milwaukee Housing Trust Fund.
The DAS is recommending approval of the $260,000 grant to Community Advocates for the Autumn West project because of the importance of providing services to clients in the community and maintaining an independent life in proximity to supportive services.  This is the continuation of an initiative that was started four years ago to expand affordable housing to individuals with mental illness in this community.    
Acknowledging DAS’s review of pertinent documents, DAS recommends that the due diligence be approved with the following conditions:
Relating to Community Advocates/Autumn West Request

1. Community Advocates receives $260,000 as opposed to the $625,000 requested in order to meet the criteria required to obtain funds from the SNHP.  Recommendation of the grant is contingent upon Community Advocates providing formal documentation that they have obtained total funding for the project.  County funds will not be released until the documentation has been provided to the following committees: Economic and Community Development, Finance and Audit, and Health and Human Needs.  The organization has until March 31, 2011 to obtain additional funds to complete the project.
2. Funds will be allocated to the organization as a grant instead of a loan since they have no means to repay a loan.
3. Development agreement includes language that specifies that all 21 units would house BHD clients.  Community Advocates/Autumn West will provide an annual report to the County relating to the number of BHD clients served/living at Autumn West.  
4. Development agreement includes language that specifies that if for some reason the building or land is sold, the County will recover 10% of the sale proceeds or $260,000, whichever is greater.
Relating to SNHP

In addition, DAS recommends that the Housing Division require the following information from future applicants for SNHP funds upon initial submission of the request:
1.   County reviews criteria for the program and implements an application process in order for an organization to apply and be approved to receive funds from the SNHP.
2.   County requires comprehensive financial information similar to information provided for a bank loan to include: capital needs assessment policy and standards, market study guidelines (revised October 2006), developer scope of work requirements, developer fee policy, operating reserves, and debt service ratios.
3.   County revises formal agreement that is entered with organizations to include language that specifies that if for some reason the building or land is sold, the County will recover 10% of sale proceeds or the amount that was given to the organization for the construction of the development, whichever is greater.
4.   The Housing Division of the DHHS will conduct an analysis to determine if funds should be allocated as a grant or a loan.  If it is decided that the funds will be allocated as a loan, the County should further conduct an analysis where repayment is pursued.
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