COMMUNITY

any 333 W. Ocean Blvd., 3rd Floor ¢ Long Beach, CA 90802 ¢ 562.570.6949 e Ibcic.org

MEMORANDUM

DATE: September 17, 2014
TO: Board of Directors
The Long Beach Community Investment Company
FROM: f\ odek, Pr/esident
SUBJECT: ( ti-Family Rehabilitation Loan — 1127 Magnolia Ave. (CD 1)
RECOMMENDATION:

Approve a Multi-Family Rehabilitation Loan in the amount of $470,000 to Ocean
Structure for the partial rehabilitation of the property at 1127 Magnolia Ave.

PROPERTY DESCRIPTION AND SCOPE OF PROPOSED REHABILITATION

The property includes a 10-unit apartment building on an 8,560 square foot lot in the

Willmo
improv

re Historic District. The rehabilitation of five units and some common area
ements will be funded with HOME funds and the rehabilitation of the other five

units will be funded by the owner at an estimated cost of $475,000. A site map and a
photograph of the property are attached (Attachment A).

The property was inspected by Comprehensive Housing Services (CHS), and a work

write-u

p was prepared for the five HOME units and certain common area elements

(Attachment B). The proposed scope of rehabilitation for the building and all units includes

the foll

owing (subject to approval of a Certificate of Appropriateness as required by the

Planning Bureau):

Electrical rewire and service panel replacement.

Replace kitchen cabinets, countertops, sinks, faucets, disposals.

Replace kitchen appliances, all water lines, bathroom fixtures, tubs, sinks, vanities,
faucets.

Install new ABS drain / waste line systems.

Install new gas lines.

Install new commercial water heaters.

Install new high efficiency gas heaters and thermostats.

Install new tile throughout.

Install new interior doors, jambs, door casings.

Install new pre-hung, solid core doors with new thresholds, deadbolt, lock-sets,
strike-places, door stops and weather stripping.
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e Install new retrofit Title 24 energy compliant windows. Repair any damage to
interior or exterior walls and texture to match the existing surfaces.

e Pressure wash and paint the building exterior.

e Remove the existing plaster or other wall covering from all walls and ceilings in all
rooms. Replace any deteriorated framing with new studs or joists as necessary.
Install insulation in all exterior walls and install drywall on walls and ceilings. Paint
all interior surfaces.

e Repair roof.

e |[nstall new mailboxes.

Install new security cameras. Install access control with a callbox. Install new fire

alarms.

Install new closets with closet shelves and rods.

Install window blinds.

Rehabilitate laundry room

Remove and dispose of existing concrete, provide finishes to newly poured

concrete, place control crack joints.

Install new landscape and irrigation system throughout common areas.

e Remove existing entry gates and replace new code compliant gate doors with
closer and latch-set.

PROPOSED RENTS

The HOME Program requires that in projects with five or more HOME-assisted units, at
least 20% of the HOME units must be restricted at very low-income, or Low HOME rents.
Since the project contains five HOME-assisted units this rule applies. Therefore, one unit
must be restricted at the Low HOME rent, and the remaining four units will be restricted
at the low-income, or High Home rents for a minimum of 15 years.

The following chart provides a summary of the proposed rents (less utility allowance):

Proposed
No. of Units | Bedrooms Requirements Rents
1 0 Low HOME $674
4 0 High HOME $870
3 0 Market $900
2 1 Market $1,000
Total Units: 10 Total Bedrooms: 2

PROPERTY INDEBTEDNESS AND PROJECTED CASH FLOW

The applicant currently owns the property, and carries existing mortgage debt in the
amount of $573,750. The total debt including the HOME loan is $1,043,750. The after-
rehabilitation value is estimated at $1,300,000 and the resulting debt to value is 80.29%.
The following chart provides details of the property indebtedness and proposed debt to
value, and an appraisal report is attached (Attachment C):
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Pre-loan costs $373
Contingency $5,127
Rehabilitation Loan Amount $464,500
Total HOME Loan $470,000
Existing Mortgage Debt $573,750
Total Proposed Debt $1,043,750
Appraised Value After Rehabilitation $1,300,000
Debt to Value 80.29%

The projected annual gross rents are estimated at $106,248 and the effective gross
income after a vacancy rate of 3% is applied is $103,061. Annual operating expenses
are estimated at $29,431 (includes reserves), resulting in a net operating income of
$73,630. The annual debt service on existing loans totals $33,660 and the net cash flow
is estimated at $39,970. There are no payments on the HOME loan for the first five years,
then the loan is repaid over 15 years with no interest. The resulting annual debt service
on the HOME loan is $31,333 beginning in year six. The estimated net cash flow of
$39,970 is sufficient to repay the HOME loan. A detailed cash flow is attached
(Attachment D).

The project will result in the rehabilitation of 10 units, five of which will be restricted to very
low or low-income tenants. This proposal also supports implementation of Program 3.1
(Home Rehabilitation) of the City’s certified Housing Element. For these reasons, staff
supports this proposal.

SUGGESTED ACTION:

Approve Recommendation.
Attachments:

A. Site Map and Photographs
B. Work Write-Up

C. Appraisal

D. Cash Flow
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ATTACHMENT C

APPRAISAL REPORT

For:
1127 Magnolia Avenue
Long Beach, California
Existing 10-unit Apartment Complex

As of:
July 15, 2014

For:
Ocean Structure Inc.
Chatsworth, CA
By:
Apartment Building

Appraisers & Analysts, Inc.
440 Redondo Avenue, Suite 105, Long Beach, CA 90814




Apartment Building Appraisers & Analysts, Inc.

July 22, 2014

Ocean Structure Inc.

9919 Canoga Avenue
Chatsworth, CA 91311
rodrosenstein(@sbcglobal.net

RE:  Appraisal of existing 10-unit apartment building:
1127 Magnolia Avenue, Long Beach, CA
Date of Appraisal: July 15, 2013

I have completed and hereunder submit my appraisal of the captioned property. The
opinion of value rendered is of the leased fee interest of the subject property. As of the
date of the appraisal, the Stabilized Value of the subject property is estimated to be:

ONE MILLION THREE HUNDRED THOUSAND DOLLARS
*****$1,300,000*****

Sincerely,

oith /2

Joseph G. Queen

CA State Certified General
RE Appraiser No. AG013578
Expiration Date: 11/1/2016
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APPRAISAL INTRODUCTION

PURPOSE & INTENDED USE & INTENDED USERS

The purpose of the appraisal is to estimate the market value of the leased fee interest in
the subject property.

DEFINITION OF MARKET VALUE
For purposes of this appraisal, the definition of market value is:

The most probable price which a property should bring in a competitive and open market

under all conditions requisite to a fair sale, the buyer and seller, each acting prudently,

knowledgeably and assuming the price is not affected by undue stimulus. Implicit in this

definition are the consummation of a sale as of a specified date and the passing of title

from seller to buyer under conditions whereby:

1. Buyer and seller are typically motivated;

2. Both parties are well informed or well advised, and each acting in what they consider
their own best interest;

3. A reasonable time is allowed for exposure in the open market;

4. payment is made in terms of cash in US dollars or in terms of financial arrangements
comparable thereto; and

5. The price represents the normal consideration for the property sold unaffected by
special or creative financing or sales concessions granted by anyone associated with
the sale.

EXPOSURE PERIOD

The estimated exposure period for the above definition of market value is three months.
This is based on the exposure period for comparable sales.

SCOPE OF THE APPRAISAL

I observed the condition of the exterior of the building. I was not provided access to the
interiors of the units. It is an assumption of this report that all of the units will be
renovated with new tile flooring, new paint, new plumbing fixtures, new windows
and window treatments, new appliances, and new cabinetry where needed. The
exterior will be painted and the roof repaired where needed. The client requested
that I appraise the property as if the renovation were complete and the units were
rented at market value. I therefore assume for purposes of this report that the
projected repairs and renovation are complete and the units are rented at market
value. Similar properties in the neighborhood were surveyed concerning their rents and
vacancies. Comparable sales information was obtained and analyzed to derive value
indicators. Sources of sale information include California Regional MLS, CoreLogic
Win2Data, lenders and brokers. Based on the information gathered, an estimate has been

Niil
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made of the market value of the subject. Two approaches to value-the Sales Comparison
Approach and the Income Approach—have been applied for the valuation.

SALE HISTORY

The current owner per CoreLogic is Ocean Structure Inc. The last recorded transfer
occurred 4/29/2014 by grant deed for $765,000. The terms were 25% down to a new
Opus Bank 1* trust deed. The property was listed for sale 1/6/2014 for $850,000. To the
best of my knowledge it is not currently for sale.

DATE OF VALUE
The date of value of this report is July 15, 2014.
PROPERTY DESCRIPTION

The subject property address is 1127 Magnolia Avenue, Long Beach, CA 90813. It is an
existing 10-unit apartment building built in 1920. The building design consists of five
one-story buildings. There is no on-site parking. The unit mix consists of 8 studio units
and 2 one bedroom one bath units. The estimated building gross square footage per
public records is 4,128 square feet. The lot size is 8,550 square feet.

Given the subject’s assumed completely renovated condition, I select a market rent of
$900 for the subject’s studio units and $1,000 for the 1br/1ba units. The projected
monthly income is therefore $9,200 and the annual income is therefore $110,400 ($9,200
x 12).

MARKET APPROACH VALUE

The table below lists the most comparable sales for the subject:
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Address No. Year Sale Price Sale Date GIM $/Unit
Units | Built

2375 Chestnue 8 1937 $1,200,000 | 5/23/2014 11.76 $150,000
2425 Cedar Ave 5 1956 $675,000 5/23/2014 11.04 $135,000
235 Linden Ave 18 1913 $2,720,000 | 6/4/2014 10.61 $151,111
745 Gaviota Ave 6 1924 $850,0000 4/15/2014 10.86 $141,667
1611 N. Stanton Pl 10 1922 $1,300,000 | 2/26/2014 9.22 $130,000
1320 E. Florida St 5 1920 $816,000 2/24/2014 12.29 $163,200
1249 E. 3rd St 6 1923 $899,000 1/30/2014 11.89 $149,833
320 Maine Ave 8 1919 $900,000 2/28/2014 10.87 $112,500
2094 Cedar Ave 7 1907 $849,950 1/29/2014 8.63 $121,421
1517 Junipero Ave 6 1924 $765,000 7/12/2013 10.32 $127,500
3622 E. 11th St 6 1950 $745,000 9/4/2013 11.32 $124,167
1351 Stanley Ave 6 1947 $665,000 6/25/2013 10.25 $110,833
Average 10.75 $134,769

Given the subject’s assumed renovated condition, unit mix of Single and 1br units, I
select a GIM of 11.75 and a dollar per unit of $130,000:

$110,400 gross income x 11.75 GIM = $1,297,200

$130,000 per unit x 10 units = $1,300,000

I conclude to a market approach value of $1,300,000.

The net income is estimated as follows:

INCOME APPROACH VALUE

Gross Income $110,400
Less vacancy at 5% 6,120
Effective gross income $104,880
Less estimated expenses at $4,000/unit $40,000
Net operating income $64,880

Capitalization rates at the sale comparables range from 5.0% to 8.0%. Given the subject’s
renovated condition, unit mix of Singles and 1br units, a rate from the lower end of the
range is appropriate. I select a capitalization rate of 5.0%:

$64,880 net operating income / 0.050 = $1,297,600.

I give most weight to the market approach value. Given the subject’s assumed
renovated condition, I conclude to a final value estimate of $1,300,000.

By
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CERTIFICATION OF THE APPRAISER

I certify that, to the best of my knowledge and belief:

1.

2

10.

11.

12.

The statements of fact contained in this report are true and correct.
The reported analyses, opinions, and conclusions are limited only by the reported assumptions and
limiting conditions and are my personal, impartial, and unbiased professional analyses, opinions, and

conclusions.

I have no present or prospective interest in the property that is the subject of this report and no personal
interest with respect to the parties involved.

I have performed no services, as an appraiser or in any other capacity, regarding the property that is the
subject of this report within the three-year period immediately preceding acceptance of this
assignment.

I have no bias with respect to the property that is the subject of this report or to the parties involved
with this assignment.

My engagement in this assignment was not contingent upon developing or reporting predetermined
results.

My compensation for completing this assignment is not contingent upon the development or reporting
of a predetermined value or direction in value that favors the cause of the client, the amount of the
value opinion, the attainment of a stipulated result, or the occurrence of a subsequent event directly
related to the intended use of this appraisal.

My analyses, opinions, and conclusions were developed, and this report has been prepared, in
conformity with the Uniform Standards of Professional Appraisal Practice.

The use of this report is subject to the requirements of the Appraisal Institute relating to review by its
duly authorized representatives.

[ have made a personal inspection of the exterior only of the property that is the subject of this report.
No one provided significant real property appraisal assistance to the person signing this certification.

No one provided significant professional assistance to the person signing this report.

Griph 12 o

Joseph G. Queen
CA Cert. General AG013578
Expiration Date 11/1/2016
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ASSUMPTIONS & LIMITING CONDITIONS

As further clarification of the appraisal problem, we offer the following explanation of the limiting
conditions upon which the appraisal is based:

1

That no opinion as to title is rendered. The property is appraised assuming it to be under responsible
ownership and competent management.

No survey, legal or engineering analysis of this property has been made by me. I assume the existing
boundaries to be correct and assume no responsibility for any condition not readily observable from
our inspection of the premises, which might affect the valuation, excepting those items specifically
mentioned in this report.

That no opinion is expressed as to the value of any personal property or equipment located on the land.

That no opinion is intended to be expressed for matters which require legal expertise or specialized
investigation of knowledge beyond that customarily employed by real estate appraisers. Unless
otherwise stated in this report, the existence of hazardous material or underground storage tanks, which
may or may not be present on the property, was not observed by the appraiser. The appraiser has no
knowledge of the existence of such materials or tanks on or in the property. The appraiser, however, is
not qualified to detect such substances or tanks. The presence of substances such as asbestos, urea
formaldehyde foam insulation, soil contaminants, or other potentially hazardous material may affect
the value of the property. The value estimate is predicated on the assumption that there is no such
material, contamination, or tanks on or in the property that would cause a loss in value. No
responsibility is assumed for any such conditions, or for any expertise or engineering knowledge
required to discover them. The client is urged to retain an expert in this field, if desired.

That no detailed soils report was made available to the appraiser and it is therefore assumed that the
soils native to the site are of adequate load-bearing capacity to support the current improvements as
well as those typical of the site's highest and best use.

The information identified in this report as being furnished by others is believed to be reliable, but no
responsibility for its accuracy is assumed.

The appraiser is not required to give testimony or attendance in court by reason of this appraisal unless
arrangements have previously been made therefor.

The Americans with Disabilities Act (ADA) became effective January 26, 1992. We have not made a
specific compliance survey and analysis of the property to determine whether or not it is in conformity
with the various detailed requirements of the ADA. 1t is possible that a compliance survey of the
property together with a detailed analysis of the requirements of the ADA could reveal that the
property is not in compliance with one or more of the requirements of the Act. If so, this could have a
negative effect on the property's value. Since we have no direct evidence relating to this issue, we did
not consider possible non-compliance with the ADA in our value estimate.

In accordance with the Fair Housing Amendments Act, it is illegal for an appraiser to discriminate
against any person because of race, color, religion, sex, hardship, familial status, or national origin.
This appraisal complies with all rules and regulations prohibiting discrimination on the basis of race,
color, religion, sex, national origin, and marital status.
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QUALIFICATIONS
Joseph G. Queen

State of California Certified General Real Estate Appraiser No. AG013578

Experience

1/97 to Present:  President, Apartment Building Appraisers & Analysts, Inc.
5/94 to 12/96: Vice President, Apartment Building Appraisers & Analysts, Inc.

9/85 to 5/94: Appraiser, Apartment Building Appraisers & Analysts, Inc.
6/84 to 9/85: Real Estate Salesman, Century 21 Rayshire Realty
Education

Master of Arts in Linguistics,
University of California, San Diego
June 1983

Bachelor of Arts in Linguistics
The Pennsylvania State University

May 1980

Real Estate Coursework

Report Writing and Valuation Analysis, Appraisal Institute

Capitalization Theory & Techniques, Part A, Appraisal Institute
Capitalization Theory & Techniques, Part B, Appraisal Institute

Highest and Best Use & Market Analysis, Appraisal Institute

Advanced Sales Comparison Approach and Cost Approach, Appraisal Institute
Standards and Practices of Real Estate Appraisal, Part A, Appraisal Institute
Standards of Professional Appraisal Practice, Part B, Appraisal Institute
Dynamics of Office Building Valuation, Appraisal Institute

Partial Takings, Appraisal Institute

Appraising Land in Southern California, Appraisal Institute

Real Estate Appraisal, UCLA Extension

Real Estate Finance, UCLA Extension

Real Estate Investment Analysis, UCLA Extension

Advanced Real Estate Appraisal, UCLA Extension

Legal Aspects of Real Estate, Los Angeles Valley College
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Miscellaneous

Co-authored 1986, 1987, 1988, 1989 Apartment Building Operating Expense Guideline
published by Apartment Building Appraisers & Analysts, Inc.

Author 1997-2001 Apartment Building Operating Expense Guideline published by
Apartment Building Appraisers & Analysts, Inc.

Co-authored Completing the 4-Page & 8-Page Apartment Appraisal Forms published by
Apartment Building Appraisers & Analysts, Inc.

Presentation to Los Angeles County Chapter International Association of Assessing
Officers: The Effects of the Northridge Earthquake on the Apartment Market, March
1995

Presentation to the California Assessor’s Association: Apartment Market Trends in 1996,
April 1996

Co-sponsor with the Appraisal Institute and instructor at the seminar Appraising
Apartments in Southern California, May 1996

Presentation to the Pacific Chapter of the Appraisal Institute: Dynamics of Price
Differentiation: An Example of the Effect of Neighborhood Location on Apartment
Building Prices in Long Beach, November 1997

Presentation to the Southern California Chapter of the Appraisal Institute: Dynamics of
Price Differentiation: An Example of the Effect of Neighborhood Location on Apartment
Building Prices in Long Beach May 1998 (Appraising the Apartment Project Seminar)

Presentation at the Southern California Chapter of the Appraisal Institute’s Small Income
Property Seminar, April 2001: The 714 and 71B Apartment Appraisal Forms and
Apartment Building Operating Expenses.

Presentation at the Southern California Chapter of the Appraisal Institute’s Operating
Expense Seminar, October 2003: Apartment Building Operating Expenses.

Presentation at the Southern California Chapter of the Appraisal Institute’s Operating
Expense Seminar, May 2005: Apartment Building Operating Expenses.

Presentation at the Southern California Chapter of the Appraisal Institute’s Apartment
Seminar, May 2005: Apartment Building Operating Expenses.
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w

The front of the subject property




CASH FLOW FOR OCEAN STRUCTURE INC
1127 Magnolia Ave. - Long Beach, CA

Projected Annual Gross Rents
Other Income:

Less vacancy rate at 3%
Effective Gross Income

Less Annual Operating Expenses
Less Operating Reserve

Less Replacement Reserve

Net Operating Income

Less Annual Debt Service on Existing Loans

(0% APR, no payment in the first 5 years)

Net Cash Flow

Debt Service Coverage Ratio

ATTACHMENT D

Estimated
$106,248
($3,187)
$103,061
($21,250)
($3,931)
($4,250)
$73,630
($33,660)

$0

$39,970

2.2

Projected Annual Gross Rent Calculation

HUD

Monthly
Affordable Units at 50% of Median Rent
Studios 1 Rent Level $674
1 Bed Rent Level $716
Two Bed Rent Level $846
Three Bed Rent Level $961
Affordable Units at 65% of Median
Studios 4 Rent Level $870
1 Bed Rent Level $948
Two Bed Rent Level $1,126
Three Bed Rent Level $1,276
Market Rate Units
Studios 3 Rent Level $900
1 Bed 2 Rent Level $1,000
Two Bed Rent Level $1,250
Three Bed Rent Level $1,450

Annual Income From Any Commercial Units

Total

Projected Gross

Rent
8,088.00

41,760.00

32,400.00
24,000.00

106,248.00




