



EXECUTIVE SUMMARY

PROJECT NAME Cedar Riverside

DEVELOPER Cedar Riverside Land Company

APPROVAL Offer of Commitment: June 1971

Project Agreement: December 1971

A.	 Background and Summary of Progress

1.	 Background	 Cedar Riverside was the first new-town-in-

town approved under the program and the only such project

receiving a guarantee approved to date. Welfare Island was

funded by the N.Y. Urban Development Corporation and had a

certification of eligibility only. Fort Lincoln has received

renewal funds only. The project showed promise of providing

high quality urban design in a high density setting in which

there was a separation of pedestrian from vehicular traffic,

structured parking, three dimensional open space design,

neighborhood facilities on elevated structures on a landscaped
mall. It was one of the first projects to propose centralized

heating and cooling and rapid transit.

It was proposed to be one of the first, if not the first, project

in the United States to provide in one building complex units

for families of a full range of incomes, ranging from low income

(public housing), moderate income, middle income and upper

income and, at the same time racially integrated. It had

potential for demonstrating how new-town-in-town could protect
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and enhance the institutions in the center city in that it was

"wrapped round" two hospitals, a junior college and the West

Bank Campus of the University of Minnesota, the combined

employment in which was expected to be over 9,000 by 1991.

In addition, 4,600 jobs were to be provided by the Title IV

project itself. The "project area" containing development

to be financed under Title VII is 100 acres, 83% of which is

for residential buildings combined with schools, health and

leisure facilities, elevated open space, and small commercial

and cultural facilities. The balance of the land use within

the project area is commercial and cultural. The total planning

area, constituting the Cedar Riverside Urban Renewal Area is

336 acres. This includes the 100 acre project area plus 113

acres in educational and health institutions described above,

56 acres in natural parkland, and 66 acres in streets.

The	 project is scheduled to have some 13,000 units or 31,250

population by 1991, of which 111% were low income units (public

housing), 29% moderate (236 equivalent), 32% middle income

units receiving no interest subsidy, but a state tax write down,

and 23% semi-luxury units.

2.	 Developer. The developer is a general partnership, Cedar

Riverside Land Company, which is composed of two entities,

Cedar Riverside Land Corporation and Cedar Riverside Properties

(CRP). Both of the partners are owned by a holding company
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Cedar Riverside Associates (CRA), either directly or in-

directly. The estate of Henry McKnight owns 112% of the

CRA. Gloria Segal and her husband own 34% and Keith T-Ieller,

17%. The Stage I construction of 1200 units on 8 acres for

which no Title VII funds are being expended and no revenues

have been received, is being financed and managed by the

Stage I Land Company, which is owned 20 percent by the National

Housing Partnership and 711% by one of the limited partners of

the developer, Cedar Riverside Properties (CRP). Another

entity, University Community Properties, Inc. (UCPI) acts as

the employing agent of all personnel of Cedar Riverside Land

Company as well as other entities mentioned above.

Keith Heller, formerly an economics professor at the University

of Minnesota is President of the CRA, and other entities;

Gloria Segal is Vice President of two of the organizations.

The complexity of the organization is, by and large, related

to the need for tax-write offs.

3.	 Progress	 To date, the development of the project has

proceeded on schedule. 1,299 units have been completed as

called for in the development plan, although this initial

development is technically outside of the parcels included

in the HUD Trust Indenture. They had to initiate Stage I

before the project agreement was signed. These units are

renting up rapidly although the landscaping on the elevated mall
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structure is still not completed. As of June 30 some 121

units had been rented of which 239 were rented to low and

moderate income residents. Thirteen percent of the rentals

were minorities. More recent figures indicate 800 families

have signed leases.

Of the total of 1,299 units, 117 are designated for families

of low income (public housing level) 552 for families of

moderate income (section 236 level) and 408 for middle income

persons (state tax reduction, but no Federal subsidy) and

222 for market rate rental. This is the first project of its

kind in the country with such a mix in the same building

complex.

Minority employment on the developers staff continues to run

about 12% on an overall basis and 17% of professional and sales

staff. Over $1 million in contracts have gone to minority

contractors and subcontractors. There are 7 minority businesses

in the area. To date, the integration by both race and class

in Stage I is working successfully.

B.	 Financial Assumptions

A major assumption of this project was that urban renewal or

city funding would continue for the infrastructure. The

guarantee covered land acquisition taxes, and administrative

costs only.
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The investors in the project were placing major reliance on

tax "write offs" rather than bottom-line profitability. A

good part of the income was to have come from rental of

properties owned by the developer and his affiliates.

According to comparisons of actual costs and revenues with

those projected in the last available cash flow before

commitment (November 1970) costs exceed expectations and

revenues are under expectations by a substantial amount. Cash

flow standing shows a actual deficit of $33.14 million compared

with projected $25.8 million by the 1970 cash flow. The major

items accounting for this discrepancy are $14.8 million lower

revenues than anticipated; $2.5 million in additional non-

construction costs; and $2.1 increase in financing costs over

projections. Land acquisition costs are $1.8 million under

estimates. Considerable analysis will be required to assess

the impact of these cost and revenue discrepancies.

The developer offers several explanations for the discrepancy and

indicates that he is preparing new financial projections which

will become available shortly. HUD should do its own assessment

and projects. Among the initial explanations for cost dis-

crepancies offered by the developer are: (1) The cash flow

used as the basis for initial estimates was prepared in November

1970 before assessing the detailed implications of the project

agreement, which was completed and signed in December 1971.
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(2) Revenues were under expectations primarily because of

subsidized rents for six cultural groups described on page

33 of the Project Agreement (roughly $200,000 a year);

because some 225 families from Stage I have been relocated

into developer owned property at rents equal to their old

rents which involved a loss from market rates at roughly

$1,000 a unit per year; the developer policy of not raising

rents for existing residents and the rent freeze. These

exceptions to market rate policies constitute a significant

portion of the 600 units owned and operated by the developer,

but should decrease significantly as relocatees move out of

the area, and as the original residents move. Subsidized

versus market rate rents may increase from $511 a month to

$1115 in a typical case. (3) Interest costs are higher than

expected because the whole $211 million was drawn down initially

and the original cash flow assumed that only funds for land

acquisition costs would be drawn down. (11) Planning and

overhead costs are much higher than expected. A major question

addressed by Anderson, et. al., the CPA, which has audited the

Cedar Riverside books has been to assure that Title VII costs

in the management entity are properly separated from non-Title

VII costs.

The HUD staff has had insufficient time to confirm or disagree

with the tentative conclusions of the developer with regard to
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discrepancies.	 A thorough analysis of the financing of the

project will be	 done by the staff and independent analysts.

The	 financial table appears on Appendix B.

It should be pointed out that an independent CPA, W.O.

Rothwell examined the cash flow analysis of the developer and

reported in February, 1971, that although the return on

investment of 5.5% was considered low, he indicated that the

"financials generally satisfy the requirements of Title IV

of the new communities act". He goes on to recommend methods

by which profit expectations could be increased to provide

sufficient incentive.

C.	 Issues and Concerns

1.	 Management	 The major concern with management is to insure

that overhead cost

	

	iskept within bounds and that costs are

properly allocated between the Title VII and non-Title VII entity.

2.	 Local Government	 The key agencies upon which the success

of Cedar Riverside depend			 are HUD and the local government,

particularly the renewal and housing authority in that they are

in a designated ND? area. Cedar Riverside, like other center

city projects, requires considerable subsidy to survive, in

that no funds were in the cash flow for land development. An

application for NDP assistance has been submitted. Open space
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grants have already been approved. The key question will

be whether or not the city will be willing to continue to

assist Cedar Riverside when we move to a special revenue

sharing mode under the Better Communities Act. Interim

approval of the NDP application is important to Stage II.

Some local dissidents are still hostile to the project and

are seeking ways to stop it.

3.	 Marketing and Sales	 So far, sales pace of rental unit
/1t4ttt4-

has kept pace with expectation in Stage I development
t

Ma/or

problems are not foreseen, particularly when the landscaping

on the elevated mall is completed.

t. Low and Moderate Income Housing		900 section 236 units

have been tentatively allocated to Stage II development which

will cover the next two years of development.			 The major

issue outstanding is whether or not an environmental statement

need be done for this housing project, since a statement was

done for the whole project. A final determination of this

issue has not yet been made. If such a statement is required,

then the developer would fall behind schedule.			 -hr1es Wrnana
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One	 em with Stage I low and moderate income housing is

that the	 de leper had to accept an FHA valuation which was

considerably b ow the acquisition plus holding costs for

the site. This co d be a prpbiem with future stages. High
rise concrete fireproo uflits are more expensive than low-rise,

wooden walk-ups on a<-er u t basis although they are of

higher quality

5.	 Egu Opportunity As indicateˆ've in section A 3, no

probl ms yet.

6.	 Service Delivery. The major problem is to find funds for

neighborhood recreation facilities. The cash flow includes

no cost for facilities and incomes are too low to support a

traditional homes association. With large amount of low and

moderate income housing, costs cannot be recovered through the

price of the lot as in the case of a typical homes association.

Taxes in the central city are already high so placing an

additional assessment would be difficult. Applications have

been submitted for neighborhood facilities grants.

7.	 Environmental and Planning The major problem in Cedar

Riverside has been the opposition of some neighborhood dissidents

who	 are opposed to a high density new town.

8.	 Items Requiring Future Board Action Within the next several

months Cedar Riverside will apply for an additional guarantee of

$16	 million, 2/3 of which will be for a major solid waste disposal

plant.











PROJECT NA1. Cedar Riverside Land Company

BACKGROUND

1. Commitment (Date June 1971 ) $ 24,000,000

2. Projected Cumulative Net Cash Flow (original) $ 29,484,000

3. Cash Equity 4 3,750,000

Guarantee Issued $ 214,000,000

5. Interest Rate $ 7.20%

6. Escrow Balance (Date September 22, 1973) $ 3,0115,123

Cumulative Amount in Thousands
Actual over

STATUS (Date August n. in ) Budget Actual (under Budget)

Operating Revenues $ 6,152 $ 1,332 $ (I,82o)

Lees:
Land Acquisition Costs 23)422 21,598 (1,82k)

Construction Costs - - -

Non-construction Costs 14,7714 7,R0 2,529

Financing Costs 3,761 5,889 2,128

Cash Income (deficit) $_(?2j_

-- --

$(33,458) $ 7,653


