
 
 

Agenda Item #12.2 
For Council Meeting of: June 4, 2013 

 
CITY OF SANTA ROSA 

CITY COUNCIL 
 
TO: MAYOR AND CITY COUNCIL 
SUBJECT: DAUENHAUER RANCH SUBDIVISION HOUSING 

ALLOCATION PLAN CONTRACT - PHASE 2 WITH 
MERITAGE HOMES OF CALIFORNIA, INC. 

STAFF PRESENTER: CHUCK REGALIA, DIRECTOR OF COMMUNITY 
DEVELOPMENT 

 DEPARTMENT OF COMMUNITY DEVELOPMENT 
 
AGENDA ACTION: RESOLUTION 
_____________________________________________________________________ 
 
ISSUE(S) 
 
Shall the Council approve the proposed Housing Allocation Plan Contract with Meritage 
Homes of California, Inc. for the Dauenhauer Ranch Subdivision Affordable Ownership 
Units - Phase 2? 

BACKGROUND 
 
1. On June 29, 2010, in a negotiated foreclosure sale, Meritage Homes of 

California, Inc. (Meritage) purchased 65 lots in Phase 1 of the Dauenhauer 
Ranch Subdivision, and Phase 2 of the subdivision, which was tentatively 
mapped for an additional 73 single family homes.  Meritage's purchase did not 
include Lot 66 of the subdivision, which was set aside and restricted for 
construction of twenty-four (24) affordable rental units.  Lot 66 remained under 
the ownership of Alderbrook Properties, LP of which Christopherson Homes, Inc., 
a California corporation, is the managing general partner (“Christopherson”).   

 Meritage has no ownership or control over Lot 66 and despite its good faith 
efforts has not been able to reach an agreement with the owner of Lot 66 to 
either purchase the site or assist with the construction of the required affordable 
units on that site.  Attached to the staff report is a letter from Meritage dealing its 
efforts. 

2. Meritage then sought to construct for sale market rate units on the individual lots 
in Phase 1, but the City’s Housing Allocation Plan requires that the affordable 
units be built generally concurrently with the market rate units.  City staff 
encouraged Meritage to collaborate with Christopherson in order to get the Lot 
66 affordable units under construction, but in the meantime, Meritage was not 
able to proceed with construction of the market rate units.   
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3. City staff also met with Christopherson in an effort to resolve impediments to the 

construction of the affordable units on Lot 66.  The City, as the issuer of bonds 
for the affordable housing project on Lot 66 and the beneficiary under the existing 
Housing Allocation Plan contract recorded against Lot 66 (“Original HAP 
Contract”), has an interest in seeing the development of the affordable rental 
units on Lot 66. 

4. While the City issued tax exempt bonds to provide financing for a portion of the 
afforable rental units the Linwood Subdivision, known as the Alderbrook Heights 
Apartments, which were constructed, as well as the Lot 66 affordable units, it 
was also anticipated that Christopherson would receive investment from the sale 
of tax credits.  At the downturn of the economy, the tax credit market 
disappeared, and Christopherson found itself with little remaining bond proceeds 
and no hope of tax credit investment.   

The amount of time that had elapsed made it impossible for Christopherson to 
utilize the initial award of tax credits.  Further, the letter of credit issued by 
Exchange Bank in order to secure the bonds until permanent financing could 
occur following completion of construction has an expiration date, which if 
expired would result in the bonds being called due and payable.   

5. Despite efforts on the part of City staff and Meritage, including an offer by 
Meritgage to assist in financing the construction of the affordable units on Lot 66 
as well as interest by other affordable housing developers in a purchase of the 
Lot 66 site, construction of the Lot 66 affordable units was not forthcoming.  

6. In order to provide a solution to the City that would allow Meritage to construct its 
market rate units, Meritage proposed to pay the in lieu housing fees applicable to 
their market rate units.  City staff was concerned that this would result in a 
“double dipping” of sorts for the City, in that it remained dedicated to the ultimate 
construction of the Lot 66 affordable rental units originally pledged for the project. 
Since the original subdivision of which this project is a part was already approved 
for onsite affordable units, the City did not have a legal basis to also require 
payment of in lieu fees. 

7. Meritage alternately proposed to make available up to twenty (20) for-sale 
affordable housing units (Affordable Ownership Units) as an interim solution to 
address the HAP requirement for the subdivision, until such time as the Lot 66 
afforable units were constructed.  Meritage has worked with the City to meet the 
City’s housing needs and its desire to move forward with construction on the 
properties that it purchased. 

8. On June 28, 2011, the Council approved the Dauenhauer Ranch Subdivision 
Housing Allocation Plan Contract-Phase 1 with Meritage Homes, Inc. (the "Phase 
1 HAP Contract"), which was recorded on August 3, 2011.  Phase 2 of the project 
was not approved at that time because it was hoped and anticipated that the Lot 
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66 affordable rental untis would be under construction.  The proposal for Phase 2 
follows the same model for obtaining affordable units that was approved by the 
Council for Phase 1.   

9. On December 20, 2012 the Dauenhauer Ranch Phase 2 Final Map was 
recorded, subdivided into 73 lots and the efforts of Christopherson to locate the 
necessary financing for construction of the Lot 66 affordable units had still not 
borne fruit.  Additionally, the letter of credit issued by Exchange Bank, had been 
extended, further pushing out the deadline for commencement of construction.    

10. On April 2, 2013, the City Council considered approval of the proposed Housing 
Allocation Plan Contract with Meritage Homes of California, Inc. for the 
Dauenhauer Ranch Subdivision Affordable Ownership Units – Phase 2.  After 
consideration of the proposed contract, the City Council continued consideration 
of the contract.  

 
The purpose of this continuance was to  allow Meritage Homes and 
Christopherson  to develop a plan for construction of  the 24-unit affordable 
housing units on lot 66 through mutual agreement between the two parties.    

 
11.  Meritage Homes, at the direction of Council pursued further discussions with 

Christopherson, but despite the additional efforts of Meritage Homes as indicated 
in the attached letter dated May 8, 2013, any assurances regarding construction 
of the Lot 66 affordabel units was still not forthcoming. 

12. Staff therefore recommends that the Council approve the Phase 2 Housing 
Allocation Plan to provide an interim solution to allow the Meritage project to be 
built and also provide for affordable units until Lot 66 is developed with affordable 
units.   

By approving this proposed agreement, the Council will not be releasing the 
provisions requiring construction of the affordable rental units on Lot 66, which 
requirement is secured by the Dauenhauer Ranch Housing Allocation Plan 
Contract with the original owner of the subdivision (Dauenhauer Village 
Investors, LLC, of which Christopherson Homes, Inc. is the managing member), 
recorded against Lot 66 on May 30, 2007, and which contract requirements will 
run with and continue to burden Lot 66 regardless of sale or bond financing 
foreclsoure. 

ANALYSIS 

1. The ultimate goal for the City is to see the Lot 66 affordable units built and made 
available for occupancy as soon as possible.  Lot 66 is subject to a recorded 
agreement with the City and the Housing Authority requiring development of 
rental units restricted for occupancy by residents who qualify as low and very low 
income.      
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2.  In light of Meritage’s efforts to cooperate in good faith with the City and with 

Christopherson in their efforts to see the Lot 66 affordable units constructed, the 
only reasonable course of action is to allow Meritage to proceed with construction 
of its market rate units.   

 
3. Given the two goals of both pursuing the ultimate construction of the Lot 66 

afforable units, and not forestalling Meritgage’s efforts to construct its market rate 
units in the meantime,  it would appear to City staff that there exist only two 
options: 

 
a) The Council may chose to accept Meritage’s offer to provide the City with 

an interim solution through the restriction of eleven (11) additional units 
restricted for sale to moderate income families; or 

b) The Council may chose to release Meritage from any further 
requirements under the Original HAP Contract. 

4. The Council may also direct staff to more vigorously pursue the owner of Lot 66 
regarding construction of the affordable units. 

RECOMMENDATION 

The Departments of Community Development, Economic Development and Housing, 
and the City Attorney's Office recommend that the Council, by resolution, approve the 
proposed Housing Allocation Plan Contract with Meritage Homes of California, Inc. for 
the Dauenhauer Ranch Subdivision Affordable Ownership Units -  Phase 2. 

Author:  Chuck Regalia 

Attachment: Proposed Phase 2 HAP Contract 
  Meritage Homes correspondence dated May 8, 2013 
  Meritage Homes correspondence dated May 28, 2013 

































































































 

1671 E. Monte Vista Ave. #214 
Vacaville, CA  95688 

P: (707) 359-2018 
F: (707) 359-2054 

josh.roden@meritagehomes.com 

 
 
 
April 12, 2011 
 
 
Molly Dillon VIA Email 
City of Santa Rosa 
100 Santa Rosa Avenue, Room 8 
Santa Rosa, CA 95404 
 
RE: Dauenhauer Apartment Project Lot 66 – Communication 
 
Dear Ms. Dillon, 
 
I was told by Keith Christopherson that it appears that the City Attorney for Santa Rosa 
believes that Meritage and Christopherson have not been working together on affordable 
housing condition for the Dauenhauer subdivision.  This is an incorrect assumption and in fact, 
Meritage and Christopherson have been in open discussions regarding the Dauenhauer 
Affordable Apartments since October 2010.   
 
Christopherson provided Meritage with information on the project and we explored the option 
of assisting or participating in the tax credit purchase, but our carry forward tax losses will last 
for 5 years so a purchase of the tax credits is not feasible for us currently.  We continue to 
keep our discussions open with Christopherson to see where we may be able to assist.   
 
It’s in Meritage’s best interest to assist Christopherson where or when possible.  At this point 
it appears the Tax Credit financing remains a big hurdle, however I have been told by 
Christopherson that they have engaged a new legal team to assist with resolving issues with 
the tax credits and assisting in the sale of them.   
 
Please let me know if you have any questions.   
 
 
Sincerely, 
MERITAGE HOMES OF CALIFORNIA, INC 
A CALIFORNIA CORPORATION 

 
Josh Roden 
VP of Acquisitions  
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HOUSING ALLOCATION PLAN (HAP) 
 

MAXIMUM SALES PRICE CHART 
Purchase Price Based on 80% of Area Median Income 

(Low Income) 
 

Mortgage Interest Rate  
(See Note 1. below) 

 
2.00 – 2.99% 

 
3.00 – 3.99% 4.00 – 4.99% 5.00 – 5.99% 6.00 – 6.99% 7.00 – 7.99% 8.00 – 8.99% 9.00 – 9.99% 

         
Two Bedroom * 
Monthly Payment: $1,487 

 
$418,156 

 
$367,942 

 
$326,084 

 
$290,992 

 
$261,399 

 
$236,297 

 
$214,878 

 
$196,493 

         
Three Bedroom ** 
Monthly Payment: $1,718 

 
$483,115 

 

 
$425,100 

 
$376,741 

 
$336,197 

 
$302,007 

 
$273,005 

 
$248,258 

 
$227,018 

         
Four Bedroom *** 
Monthly Payment: $1,916 

 
$538,794 

 
$474,093 

 
$420,160 

 
$374,944 

 
$336,813 

 
$304,469 

 
$276,870 

 
$253,182 

         
 
This chart is a reflection of what Low Income families can afford to pay for housing.  It is generally based upon the income level of such families.  The chart 
assumes that a household can afford to pay 30% of their income for housing (principal and interest).  It further assumes that a down payment of 10% will 
be made in all cases.  The maximum prices were calculated by determining the amount at various loan rates, which would amortize over a 30-year period 
with a monthly payment of 30% of the income of the Low Income family.  In the event that the interest rate (see Note 1. below) at the time of sales 
availability of the units is below 2.00% or above 9.99%, the appropriate maximum sales price will be calculated in a similar fashion.   
 
Notes: 
 
1. When identifying a sales price, the interest rate column utilized is according to the Fannie Mae 30-year, 30-day rate on the first business day of the month.  For information on 

the current rate, contact the Housing Trust staff of the Department of Economic Development and Housing at (707) 543-3300. 
 
2. Monthly payment amounts based on 80% of Area Median Income, 1.5 persons per bedroom 

* 3 person household 
      ** 4.5 person household 
      *** 6 person household 
 
3.   This chart is reviewed for possible update once or twice each calendar year. 
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ALDERBROOK PROPERTIES, LP 
1400 N. DUTTON AVENUE, SUITE 14 

SANTA ROSA CA, 95401 
707 360‐6147 

 
 
May 28, 2013 
 
Chuck Regalia 
City of Santa Rosa 
100 Santa Rosa Avenue Room 3 
Santa Rosa, CA 95402‐1678 
 
 
RE:  Dauenhauer Apartments 
 
As the City Council and staff are aware, Alderbrook Properties, LP has been working for the past 
several years attempting to pull together the capital sources necessary to complete the construction 
of the 24 units comprising the Dauenhauer Apartments project.  This would be in addition to the 32 
units of the Linwood Apartments that were completed and occupied in 2006 for a total of 56 
affordable apartments.  The financial challenge we have been striving to overcome was created by the 
financial meltdown of 2007 and 2008 where we saw our original Tax Credit Investor find itself unable 
to complete the transaction leaving us in an environment for several years where Tax Credits were 
very difficult to utilize.  In addition the same investors that own Alderbrook Properties, LP also owned 
the market rate single family home development (Dauenhauer) and expected the profits from the for 
sale homes to offset costs for the Dauenhauer Apartments.  As the market collapsed, the lender for 
the for sale home portion of the project sold the note to Meritage Homes who then foreclosed on the 
note.  With the lack of a Tax Credit Investor and no off‐setting profits from the for sale homes to gap 
the financing needs the Dauenhauer Apartment project  was left with a sizable hole in its financing 
structure which we are currently attempting to fill through a financing structure involving existing 
equity in the project(s), Exchange Bank and Meritage Homes.  
 
Meritage’s acquisition of the single family home subdivision left Alderbrook Properties with title to 
the adjoining Dauenhauer Apartment site and the obligation to develop the site as affordable rental 
housing to satisfy the inclusionary requirement for the entire Dauenhauer subdivision, without the 
profitability from the home sales to help off‐set the financial burden of building the affordable 
housing.  Meritage Homes was aware of the City’s inclusionary requirement for the Dauenhauer 
Ranch subdivision when it purchased the note for the single family home portion of the subdivision 
from Wells Fargo Bank and expressed its willingness to provide assistance in the funding necessary to 
get these units built. 
 
Alderbrook Properties lacks sufficient funds to complete construction of the Dauenhauer Apartments. 
Meritage has no control over the development of the Apartments. Hence, Meritage has found itself in 
a position where it needs to resolve how to implement the inclusionary requirement  with respect to 
the single family homes so it can move forward with the pulling of permits and development of Phase 
2 of the homes. As it did with the Phase 1 homes, Meritage has proposed to offer some of the Phase 2 
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homes at prices affordable for moderate‐income households who earn no more than 120% of the area 
median income. Because the below market rate (BMR) price and household income restrictions on the 
homes would be released when the low‐income Apartments become available, it appears that 
moderate‐income home buyer interest is high in anticipation of a windfall.  
 
Meritage has consistently confirmed its willingness to contribute a yet to be determined amount of 
capital to assist Alderbrook Properties LP in filling the shortfall in financing, however City Council 
approval of Meritage’s proposal would eliminate any incentive for Meritage to contribute funds to 
help complete the construction of the Dauenhauer Apartments. Without these funds, the Apartments 
cannot be completed and operated as affordable housing for low‐income households with incomes at 
or below 50% and 60% of the area median. Therefore, should the Council choose to approve 
Meritage’s proposal, such approval should include the following requirements: 
 

(1) The BMR sales price and buyer income requirements existing for the Phase 1 and proposed for 
the Phase 2 homes should be made permanent (rather than released when Dauenhauer 
Apartment’s affordable rental units become available); and  
 

(2) The affordability restrictions that apply to the Dauenhauer Apartments should be released so 
the Apartments can be financed, constructed and operated as market rate apartments.  This is 
not our preference but without financial assistance we cannot build these units with the 
income restrictions in place. 
 

Meritage has indicated that it is willing to contribute funds to help complete construction of the 
Dauenhauer Apartments. The unmet need for rental housing affordable for low‐income households 
who earn no more than 50% and 60% of the area median income far outstrips the need for single 
family for‐sale homes affordable to households with incomes at 120% of the area median. Alderbrook 
Properties needs at the very least 6 to 8 more weeks to work with Exchange Bank, bond and tax credit 
counsel to craft the financing structure to complete Dauenhauer as low‐income housing and work 
with Meritage on its contribution thereto.   
 
It is our hope that City Council will give us the 6 to 8 additional weeks and in the meantime allow 
Meritage to pull building permits and resume their building operation.  We are all in this together and 
our ability to complete the Dauenhauer Apartments will require all of us pulling together with the 
same goal in our sights. 
 
Thank You for your consideration, 
 
Keith Christopherson 
Managing Partner 
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