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MEMORANDUM

DATE: September 17, 2014

TO: Board of Directors
The Long Beach Community Investment Company

V)l A —
FROM: Am .B)(')dek, President

SUBJECT: Approval of Second Amendment to the Affordable Housing
Regulatory Agreement for Puerto Del Sol Apartments at 745 W. 3™
Street (CD 1)

RECOMMENDATION:

s Approve a Second Amendment to the Puerto Del Sol Apartments
Affordable Housing Regulatory Agreement with Jamboree Housing
Corporation; and,

2. Authorize the President to execute any and all documents necessary to
implement the Second Amendment.

DISCUSSION

On June 15, 2005, The Long Beach Community Investment Company (LBCIC),
approved a loan of up to $12,000,000 to Jamboree Housing Corporation (Developer) for
the development of Puerto Del Sol Apartments, which is located at 745 W. 3™ Street. A
site map and photograph of the property are attached (Attachment A). Redevelopment
Property Tax Increment Housing Set-Aside (Set-Aside) funds were used to fund the
loan, so the project is subject to the requirements of the California Health and Safety
Code (CAHSC). The project was also funded with Low- Income Housing Tax Credits
(LIHTC), so it is also subject to federal LIHTC Regulations. A copy of the staff report is
attached for your reference (Attachment B).

The development, which consists of a four-story 64-unit apartment building, and
includes a community center with a kitchen, activity rooms, recreation areas, a
computer-learning center, laundry rooms, and underground parking, was completed and
occupied in 2008. The project’s unit mix consists of 37 two-bedroom units, 15 three-
bedroom units, and 11 four-bedroom units. The existing LBCIC Loan Agreement and
Regulatory Agreement restrict all 64 units to very low-income households for a period of
55-years.

In 2013, the Developer informed staff that the property was experiencing cash flow
issues resulting from the operating expenses being greater than the income generated
by the project’s cash flow (rent revenues). The operating expenses have been greater
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than anticipated due to a number of unforeseen challenges, including numerous pest
infestations (specifically ongoing bed bug outbreaks), maintenance/janitorial issues, and
security issues (theft, vagrancy and vandalism). Despite the implementation of a new
bedbug policy and training, increased efforts to evict problem tenants, and replacement
of coded keypads on the entry gates with remote entry devices (residents were
continually giving the code to nonresidents), the challenges have continued. More
recently the project has experienced a significant rodent problem.

The property is also in need of several important improvements and repairs, which have
been delayed due to insufficient cash flow. Some examples include:

e An improved"security camera system to detect issues around the building
perimeter and interior corridors, and a night time security guard;

A full-time, versus part-time, janitor and maintenance person;

Additional power washing;

Resurfacing of exterior stairs to prevent slips and injuries;

Replacement of carpeting in the second floor corridor with a sealed, easy to
clean surface;

e Modification to the community facilities to improve social service delivery; and,

e Exterior painting.

In addition to challenges with property maintenance, financial projections indicate that
the outstanding deferred developer fee that is required to be repaid to the Developer by
the end of the 10" year of operation (approximately $456,790), will not be able to be
repaid, and will need to be written off by the Developer in 2017. In order to address the
ongoing budget deficits, the Developer requested that the LBCIC consider an
amendment to the Affordable Housing Regulatory Agreement to convert the income and
rent restrictions on 20 units from very low-income to low-income.

Staff requested Keyser Marston Associates, Inc. (KMA) to prepare an analysis of the
project's cash flow issues to determine the feasibility of modifying the current
affordability structure. First, KMA evaluated the impacts of the proposed change to the
proportionality restrictions contained in the CAHSC, which previously required that Set-
Aside funds be spent on assisting very low-, low-, and moderate-income households in
the same proportion as the number of units needed for each of those groups, as
determined by the 2008 to 2014 Housing Element. The CAHSC required that these
production requirements be documented in a five year Housing Implementation Plan
and annual production reports. As part of their review, KMA reviewed the 2009-2014
Housing Implementation Plan (the last Housing Implementation Plan adopted by the
former redevelopment agency), and the annual housing production reports submitted to
the state as required by the CAHSC. KMA concluded that up to 20 very low-income
units could be converted to low-income units without impacting compliance with the
2009-14 Housing Implementation Plan and annual reports. Second, KMA prepared
cash flow analyses using two scenarios, a Base Scenario, which evaluated cash flow
with the current affordability restrictions, and a Low-Income Scenario, which evaluates
the effect of changing 20 very low-income units to low-income units. KMA’s analysis
supports the Developer's concern that the project requires modifications in order to
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generate positive cash flow throughout the affordability period, and indicates that the
conversion to low-income units will generate positive cash flow until year 54 of the 55-
year affordability period. A copy of the KMA analysis is attached (Attachment C).

The Developer has provided information to staff that indicates that there are at least 20
households occupying very low-income units that have had increases in income, some
substantial, since they initially occupied their units. These 20 households are now
paying less than 30% of their income for rent, and are able to afford a rent increase.
The Developer is proposing that these 20 units be converted from very low- income to
low-income. The attached Rent Comparison Chart provides income and rent
information for these 20 households (Attachment D).

The information in Attachment D indicates that a number of households are over income
for a very low- or a low-income restricted unit. The LIHTC Regulations do not allow
tenants to be asked to vacate the unit or be evicted because they are over income.
However, LIHTC Regulations do allow for rent adjustments when a project has multiple
income and rent restrictions.

Staff recommends that 20 very low-income units be changed to low-income units, and
that the Regulatory Agreement be amended to reflect that change. If approved, the
total rent increase of 22% will occur incrementally over a two-year period. Each
incremental increase will be no greater than 15% and all increases will be at least 6
months apart. It is important to note that, because incomes have risen since initial
occupancy, none of the tenants will pay more than 33% of their total household income
toward rent after the increase is fully implemented.

SUGGESTED ACTION:
Approve Recommendations.

AJB:PU:MS

R:\LBCIC\Staff Reports\2014\September\Puerto Del Sol Rent Increases.doc

Attachments:
A. Site Map and Photograph
B. June 15, 2005 LBCIC Staff Report
C. KMA Analysis
D. Rent Comparison Chart
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MEMORANDUM é
DATE: June 15, 2005
TO: Board of Directors

The Long Beach Housing Development Company
FROM: Beth Stochl, Vice President "RpH{1 el

SUBJECT: Approval of Revised LBHDC Project Budget and
Second Amendment to Affordable Housing Loan
Agreement with Jamboree Housing Corporation for
the Development of Puerto del Sol (District 1)

BACKGROUND

On June 16, 2004, the LBHDC approved a revised project budget and an
amendment to the Affordable Housing Loan Agreement with Jamboree
Housing Corporation for the development of Puerto del Sol in the West
Gateway. The Board’'s action brought the total LBHDC assistance to
$10,283,025, including a loan to the developer of $9,392,725.

The financing for the project closed in December of 2004, and
construction was scheduled to begin in March of 2004 after acquisition,
relocation, and environmental remediation was complete, and the site was
conveyed to the developer. At that time, construction costs were
estimated at approximately $12.2 million. That estimate was based on
50% complete construction drawings

Staff has not been able to convey the site to the developer due to delays
with property acquisition and site clearance. In particular, there were
extensive delays associated with the relocation of a historic home from the
site.

Jamboree Housing Corporation has not been able to enter into a contract
for construction without site control. General Contractors will only hold
their contract price for 30 to 60 days, and after that, the price is adjusted to
reflect current costs. The delay in site transfer and increases in bids
based on 100% complete construction drawings have resulted in an
increase in construction costs of approximately $3.7 million, bringing the
total construction costs to approximately $15.9 million.

DEVELOPER LOAN

The increased construction costs have been offset by savings in soft costs
and increased tax credit equity to the project. The additional gap financing
required to construct the project is approximately $2.6 million, which would
bring the total LBHDC loan to the developer to approximately $12 million,
or $187,500 per unit.

Attachment B

The

Long Beach
Housing
Development
Company

MAKING
AFFORDABLE
HOUSING
HAPPEN

Mailing Address:

110 Pine Avenue

Suite 1200

Long Beach, CA 90802
Tel 562/570-6949

Fax 562/570-5921
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ACQUISITION AND RELOCATION COSTS

The total LBHDC assistance is greater than the loan to the developer
because the DDA and Affordable Housing Loan Agreement set the sales
price of the site to the developer at $2,346,600. That amount was based
on estimates for acquisition and relocation costs, and it was agreed that
any increases o those costs would be absorbed by the LBHDC.
Acquisition and relocation costs have increased substantially to
$4,501,000, or $2,154,000 more that originally estimated. Therefore the
total LBHDC assistance, including a $12 million loan to the developer, has
increased to approximately $14,150,000, or $221,000 per unit. A
summary of increased acquisition and total project costs is attached for
your information.

PROJECT DESCRIPTION

The proposed project is located in Council District 1, and in the Central
Redevelopment Project Area. The site is not located in a Housing Action
Plan focus area. The proposed project includes the development of 64
rental units on West Gateway Site No. 1. Of the 64 units, 63 are to be
affordable and occupied by qualified low-income households for a term of
60 years. The development consists of a secure 4-story building
containing townhouse and flat type units over fully screened semi-
subterranean parking. There will be an entry court surrounded by an
office, lobby area, computer/recreation room, and a second floor
community room adjacent to an interior courtyard and playground.
Entrances to the residential units will be from the interior courtyard, with
some of the townhouse units having a secondary entrance from a stoop
slightly above street level, which will provide for a better relationship to the
street and surrounding neighborhood.

UASHARE\Housing Dev DivStaff Reporis\LBHDC\2005\Staff Report Jamboree 061505.doc
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IT IS RECOMMENDED THAT THE BOARD:
1. Approve a revised LBHDC project budget of up to $14,150,000;

2. Authorize the President or designee to negotiate an amendment to the
Affordable Housing Loan Agreement with Jamboree Housing Corporation, and
approve a revised loan in an amount up to $12,000,000;

3. Authorize the President or designee to negotiate additional amendments to the
Affordable Housing Loan Agreement with Jamboree Housing Corporation as
necessary to meet requirements of the tax-exempt bond financing, or other
funding applications or allocations, in an amount not to exceed the total project
budget of $14,150,000; and

4. Authorize the President or designee to execute any and all documents

necessary to implement the Affordable Housing Loan Agreement, and any
other documents necessary to complete this transaction.

EBS:PCU:
U\SHARE\Housing Dev Div\Staff Reports\LBHDC\2005\Staff Report Jamboree 061505.doc

U:\SHARE\Housing Dev Diw\Staff Reports\LBHDC\2005\Staff Report Jamboree 061505.doc



WEST GATEWAY SITE NO. 1

JAMBOREE HOUSING CORPORATION

June 15, 2005

|Comparison of Original and Revised Acquisition Costs

A B C D
4/03 Appraisal / 6/05 Estimated Total Additional
Revised Acquisition Revised Acquisition [Acquisition Costs
1 | Total Acquisition 1,816,000 3,100,000 1,284,000
2 |Contingency (10% of total) 181,600 285,000 103,400
3 |Legal/Consultants 0 175,000 175,000
4 [Subtotal Acquisition 1,997,600 3,560,000 1,562,400
5 |Relocation 349,000 941,000 592,000
6 [TOTAL 2,346,600 4,501,000 2,154,400
|Summary of Increased Project Budget |
A B
7|Approved/Existing Loan 9,392,725
8|Additional Gap 2,600,000}(1)
9|Revised Loan to Developer 11,992,725
10|Additional Acquisition Costs 2,154,400
(11]{Total Revised Project Budget 14,147,125

Memo:

(1) Additional gap funds consist of:

Revised construction cost estimates using 100% complete plans.

Significant increases in construction labor and material, particularly lumber and steel,

bond premiums, insurance, and construction interest.



Attachment C
Mmﬂan Sorensen

From: Tim Bretz <tbretz@keysermarston.com>
Sent: Thursday, August 14, 2014 12:51 PM
To: Patrick Ure; Meggan Sorensen

Cc: Julie Romey

Subject: Puerto Del Sol - KMA Analysis
Attachments: Puerto del Sol - 8 13 14.pdf

Patrick and Meggan,

We have completed our analysis of the Puerto Del Sol Project (Project). The purpose of the KMA analysis is to
evaluate a proposal to increase the Project's available cash flow. In addition, the KMA analysis demonstrates
the repayment of the soft loans for the Project. The following is a summary of our analysis:

Background
The Project, which includes 64 apartment units, was developed by Jamboree Housing Corporation (Developer)

and opened in 2008. The Project's unit mix consists of 37 two-bedroom units, 15 three-bedroom units, and 11
four bedroom units. All of the units are currently restricted to very-low income households per California
Health and Safety Code (H&SC) requirements. Additionally, the Project receives income from eight Project-
Based Section 8 Vouchers (PBVs).

In 2013, the Developer informed the City that the Project was experiencing cash flow issues. That is, the
expenses generated by the Project were greater than the income generated by the Project's units. The
Developer stated that the negative cash flow issues were causing operational issues for the Project. As such,
KMA was tasked with evaluating potential options to increase the Projects rental income.

The options analyzed in 2013, included increasing the fair market rents (FMRs) for the PBVs. At that time, the
FMRs were set at H&SC very-low income rents. Based on the KMA analysis in 2013, it was determined that it
would be appropriate to increase the FMRs for the PBVs. This action was completed in 2014.

In addition to increasing the FMRs, the Developer also requested that a portion of the units be allowed to
utilize the affordable rents published by the California Tax Credit Allocation Committee (TCAC). Thus, the City
would change the income restrictions on some of the units from H&SC very-low income to H&SC low

income. This request was not acted upon in 2013, and is the purpose of this KMA analysis.

Proposed Action

Based on discussions with the Developer, increasing the FMRs was not sufficient in generating enough rental
income to cover the Project's operating expenses. As such, the Developer would like to change the income
restrictions from very-low income H&SC to low income H&SC on 20 units in the Project. This change in
affordability would allow the Developer to charge the higher TCAC rents for the Project.

Proportionality

The City's legal counsel opined that the Project must comply with the proportionality restrictions defined in
H&SC. As such, KMA reviewed the 2009-2014 Implementation Plan (Implementation Plan) prepared for the
former Long Beach Redevelopment Agency (Agency). The Implementation Plan identified that the Agency was
required to expend at least 43% of the Agency's Property Tax Increment Housing Set-Aside (Set-Aside) funds

1



on very-low income households as defined in H&SC. As of the end of the City's 2008 - 2009 Fiscal Year, the
Agency had expended exactly 43% of its Set-Aside funds on very-low income households.

In order to determine whether it is possible to change the income restrictions on the Project's units, it was
first necessary to determine if any additional Set-Aside funds were utilized for very-low income households in
the years following the publication of the Implementation Plan. To that end, KMA reviewed the affordable
housing reports the City prepared for the California Department of Housing and Community Development
(HCD), as well as discussed additional affordable housing activities with City staff. Based on this review, KMA
estimates that as of 2014, the Agency expended 46% of its Set-Aside funds on very-low income

households. Consequently, approximately 3% of the Agency's very-low income expenditures can be changed
to low income expenditures. Based on the information provided, KMA estimates that this equates to a change
of approximately 20 units. Thus, up to 20 very-low income units in the Project could potentially be changed to
low income units per H&SC.

Cash Flow Analyses

Once it was determined that the City had the capacity to modify the Project's affordability restrictions, KMA
proceeded to analyze two different cash flow scenarios. The primary purpose of these alternative cash flow
analyses was to estimate the effects that changing the affordability restrictions would have on the Project's
available cash flow. In addition, the cash flows identify the estimated residual receipts payments that may be
made to the City. The two scenarios are as follows:

e Base Scenario: The Base Scenario evaluates the current affordability restrictions, and utilizes the
increased FMRs.

e Low Income Scenario: The Low Income Scenario evaluates the effect of changing 20 H&SC very-low
income units to H&SC low income units. This Scenario also utilizes the increased FMRs.

Base Scenario

As noted above, the Base Scenario estimates the current cash flow generated under the Project's existing
affordability requirements. The Project's units are limited to the lesser of H&SC very-low income rents and the
allowable TCAC rents for 40% and 50% Area Median Income (AMI). Based on typical underwriting
assumptions and the existing affordability requirements, KMA estimates that the Project will exhibit negative
cash flow in Year 47, which is eight years before the end of the City's 55-year affordability period. It is
estimated that the City will receive residual receipts payments of $123,791 in net present value terms over the
remaining affordability period. Thus, the KMA cash flow analysis of the Base Scenario supports the
Developer's concern that the Project requires modifications in order to generate positive cash flow throughout
the affordability period.

Low Income Scenario

The second scenario analyzed by KMA evaluates the impact of converting a number of very-low income units
to low income units per H&SC definitions. Based on KMA's analysis of the City's proportionality restrictions,
KMA estimates that 20 units can be converted from very-low income restrictions to low income

restrictions. KMA assumed this would be allocated to nine two-bedroom units, six three-bedroom units, and
five four-bedroom units. KMA estimates that the conversion to low income requirements will generate
positive cash flow until Year 54, which is only one year prior to the end of the 55-year affordability

period. Furthermore, it is estimates that the City will receive residual receipts payments of $244,271 in net
present value terms over the remaining affordability period.




Conclusions
The following outlines the conclusions of the KMA analysis:

1. Based on the KMA analysis, the City may convert up to 20 very-low income units to low income units
per H&SC requirements. The rents charged to these units would equate to the lesser of the applicable
H&SC and TCAC rents.

2. The KMA analysis confirms the Developer’s contention that the Project’s long-term viability is in
jeopardy. Thus, KMA agrees that the Project’s affordability structure should be modified to support
the higher operating incomes.

3. Based on the analysis, KMA concludes that converting up to 20 very-low income units to low income
units would assist the Project in generating positive cash flow over the long term.

4. Based on the analysis and discussions with the Developer, it is unlikely that the deferred Developer Fee
will be repaid within the IRS-mandated 10-year repayment period. The Developer anticipates writing
off the remaining portion of the deferred Developer Fee in Year 10, which would convert the fee to a
loan due from sales proceeds in the partnership. When the partnership is collapsed, this deferred
Developer Fee Loan will be repaid the other lenders are repaid.

Please feel free to contact us if you have any questions.
Thanks,
Tim

Tim Bretz

Keyser Marston Associates, Inc.

500 South Grand Avenue, Suite 1480
Los Angeles, California 90071
Phone: 213.622.8095

Fax: 213.622.5204

Email: tbretz@keysermarston.com

Confidentiality Notice: This communication and any accompanying document(s) are confidential and privileged. They are intended for the sole use of
the addressee. If you receive this transmission in error, you are advised that any disclosure, copying, distribution, or the taking of any action in reliance
upon the communication is strictly prohibited. If you have received this communication in error, please contact the sender at the above email address or
telephone number.

This email has been scanned by the Boundary Defense for Email Security System. For more information please
visit http://www.apptix.com/email-security/antispam-virus
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Puerto Del Sol Apatrments
Rent Comparison Chart for Effected Households

Attachment D

4BD | $ 133,829 | $845 8% $1,033 $188 22% 9%

3BD | $ 83,069 | $771 11% $ 939 $168 22% 14%
3BD |$ 76,093 | $771 12% $ 939 $168 22% 15%
3BD |$ 67,402 | $771 14% $ 939 $168 22% 17%
3BD | $ 65023 | $771 14% $ 939 $168 22% 17%
4BD | $ 61,003 | $845 17% $1,033 $188 22% 20%
2BD | $ 46,098 | $672 17% $ 818 $146 22% 21%
2BD | $§ 45006 | $672 18% $ 818 $146 22% 22%
2BD |$ 44547 | $672 18% $ 818 $146 22% 22%
3BD | $§ 43617 | $771 21% $ 939 $168 22% 26%
4BD | $ 46,684 | $845 22% $1,033 $188 22% 27%
4BD | $ 46,097 | $845 22% $1,033 $188 22% 27%
2BD | $ 35970 | $672 22% $ 818 $146 22% 27%
3BD | $ 38,770 | $771 24% $ 939 $168 22% 29%
2BD | $ 33,031 | $672 24% $ 818 $146 22% 30%
2BD | $ 32,562 | $672 25% $ 818 $146 22% 30%
2BD | $§ 32,406 | $672 25% $ 818 $146 22% 30%
2BD |$ 31970 | $672 25% $ 818 $146 22% 31%
2BD | $ 30,106 | $672 27% $ 818 $146 22% 33%
4BD | $ 37,352 | $845 27% $1,033 $188 22% 33%




