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Program Name: The Urban Living Loan Fund (ULLF)

The Cincinnati Development Fund (CDF) pooled the resources of banks, community and corporate foundations, and the City of Cincinnati into a $25.5 million fund intended to encourage residential development in parts of Cincinnati.
Federal Reserve District(s):
Cleveland
Program Location:
Cincinnati (Specific to Over-the-Rhine,
Program Geography:
Local

West End, and Downtown Cincinatti)

Program Start Year:
2001
Program End Year: 
2005
Lessons Learned Highlight:

1. Include homeowners who are stakeholders in the community.

2. The program should have been designed to extend into the longer term.

3. It is much easier to operate one large fund than many smaller funds.

4. The involvement of foundations in conjunction with banks allows for competitive pricing.

5. Funding a wide range of developers enabled ULLF to garner returns from a relatively untouched market.

Project Description:

The Cincinnati Development Fund (CDF) pools the resources of banks, community and corporate foundations, and the City of Cincinnati into a $25.5 million loan, which is intended to encourage residential development in parts of Cincinnati. The areas targeted for development include Over-the-Rhine, West End, and Downtown Cincinnati. Most of the funding has come from the banking community and the Federal Home Loan Bank member banks, which together have pledged $15 million at below market interest rates. 

Founded in 1988, CDF’s mission was “to drive community revitalization by providing capital access and technical assistance.” Since their founding, CDF has worked towards accomplishing this mission by creating a variety of different funds. Currently, CDF administers ULLV alongside Loan Pool VI, Over the Rhine Development Fund, the Cincinnati Housing development fund, and the Small Developer Loan Fund. CDF’s success in garnering support for ULLF can be attributed, at least partially, to the preexistence of other funds like these, which had already brought investors together with the CDF, resulting in investor familiarity with CDF operations and confidence in CDF rates of return. The ULLV distinguishes itself from CDF’s other programs in its relatively local focus, emphasis on low and moderate income housing, and reliance on foundations to cover a significant portion of the total loan to value on development projects.
The role of foundations in financing loans has contributed significantly to ULLV’s competitiveness as a financial institution. Foundations invest in the fund at a fixed interest rate of 3.5%, providing a second mortgage. This rate is quite low relative to that demanded by banks who invest in the fund. The competitiveness of the fund is further strengthened by the flexibility of foundations in providing loan to value. Generally, a second mortgage may account for 10% of the loan to value amount but in many of the developments that ULLF pursues foundations provide substantially higher loan to value amounts, easily reaching 30%.

For the first years of its existence low and moderate income housing accounted for 100% of the CDF’s development projects. Though providing assistance to developers wanting to build affordable housing had been CDF’s original mission, the nature of CDF’s operations eventually lead to a steady increase in the number of residential developments it finances that are at market rate. CDF has no hand in initiating residential development. It is instead a financial institution that responds to demand from developers. This means that it is reactive, as opposed to proactive, to changes in market demand. It is these changes in market demand that have caused CDF’s share of market rate developments to increase. Though the distribution varies by year, generally market rate developments account for somewhere between 50% and 70% of CDF loan projects. ULLF sets itself apart from the other projects in that the percentage of affordable housing developments it finances floats around 70%. Market demand is, once again, responsible. Because the Urban Living Loan Fund is accessible only within Cincinnati’s lower income areas, developers’ demand for lower income housing has been much higher than in other parts of Cincinnati.

[To sustain its emphasis on affordable housing ULLF depends on gap financing. ULLF has many sources of gap financing, which include low income tax credits, soft loans and grants from the city. Unfortunately, ULLF’s ability to gain access to these resources has diminished over the years as the city’s funds have been steadily depleted. This lack of funds is becoming characteristic of many cities across the country, contributing to a decreasing viability in affordable housing for many parts of the nation.]

An aspect of the CDF, and the ULLF in particular, that creates a unique venue for development in Cincinnati residential areas, is the willingness to fund mixed use facility development. Residences, rather than businesses, are the focus of ULLF’s development initiative. However, the loan fund has contributed to the creation of some mixed use facilities, where a portion of the development serves residential purposes and another commercial. The development of mixed use facilities is complementary with CDF’s dual goals of providing housing and encouraging commercial development in their area of operations, within Cincinnati.

ULLF has also created a niche locally through funding “pioneer” developers. ULLF has generally been willing to finance types of projects that many other establishments would turn down. Particularly, developers who cannot find low enough rates are accommodated by the fund, which achieves low interest rates through the 3.5% fixed interest rate agreement they have with foundations and ULLF’s ability to spread this flexibly across the loan to value amount.

The fund provides both a first and a second mortgage. There are six banks that negotiate the first mortgage. CDF, through their ULLF initiative, is allowed to loan up to 80 percent of a development’s cost. The fund relies on a second mortgage to achieve a higher loan to value. The three foundations that negotiate the second mortgage component supply an additional ten percent, resulting in a total loan to value of 90 percent. However, the loan to value of the investments by foundations is flexible, as discussed above. The rate on the first mortgage is at prime during the construction, converting to a below-market permanent loan, tied to the 1, 3 or 5 year Federal Home Loan Bank Cost of funds. In combination with the 3.5% second mortgage rate, this pricing is particularly aggressive relative to market standards. There is a vested interest in getting the developers interested in building the properties locally. The perspective of the program is that the benefit of securing development within the locality offsets the opportunity cost incurred by comparatively low rates.
Project Results:

Six banks committed $15 million, FNMA committed $7.5 million, and three area foundations committed $3 million for a total of $25.5 million in funds.

Altogether, $10.8 million in investment from eleven loans have been closed and have another four loans for $3.8 million have been committed.

ULLF has overseen the construction of 165 units altogether that are close to market rate. Three (of the eleven) projects were for home ownership accounting for some thirty owner-occupied units.
Lessons Learned:
· Include homeowners who are stakeholders in the community.  Drawing in residents that would become stakeholders in the community proved to be an indispensable asset in the effort to revitalize the urban core. When residents consider themselves to be stakeholders in the community they have proven more apt to take actions to improve it. In the program, this phenomenon led to shops opening up and to the creation of overall safer environments.

· The project should have been designed to extend into the longer term.  The project was designed initially to last two and a half years. Setting longer term goals would have been preferable because the program has been successful and a longer duration would have been profitable to investors. Also, starting up the program again is somewhat impractical in that it comes with high costs, as investors are currently exiting various projects and regaining their contributions is a costly process.  CDF is, however, taking measures to build a much larger fund that incorporates elements of ULLF as well as other projects. CDF hopes, with this new fund, to garner longer term commitments from investors.

· It is much easier to operate one large fund than many smaller funds.  The costs of administrating many different funds have been considerably larger than administrating a single, universal fund would have been. In addition, the different procedures that go along with the different funds have led to investor confusion. CDF plans, following the expiration of ULLF, to build a universal fund that brings in elements from the other successful CDF projects. The instrumental roll of foundations in ULLF is an example of a feature that CFD is carrying over from the ULLF.

· The involvement of foundations in conjunction with banks allows for competitive pricing.  ULLF involved foundations in the financing of second mortgages. Foundations not only signed on for a low, fixed interest rate, but were extremely flexible in providing large loan to value amount second mortgages. This enabled ULLF to seek out more low means projects while garnering good returns on a relatively untouched market.
· Funding a wide range of developers has enabled ULLF to garner returns from a relatively untouched market.  Developers had varying levels of expertise in contracting. Some went out on their own and others required more backing. The intentions of developers varied from those who were looking to revitalize the urban core to those who simply wanted to provide spaces for people to live. The development fund discovered that the types of developers that could be considered viable prospects are large in number. Supporting a variety of developers again enabled ULLF to tap into an untouched market.  
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