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MEMORANDUM
To: Patrick Ure, Housing Development Officer
‘ City of Long Beach
From: Julie Romey
Date: February 9, 2010
Subject: Long Beach & Anaheim - Financial Gap Analysis

At your request, Keyser Marston Associates, Inc. (KMA) reviewed the February 2, 2010 pro forma
submitied by Meta Housing (Meta) for a 38 unit 100% sffordable senior apartment project (LIKTC
Project) and a 147 unit Senior Artist Colony project (SAC Project). The LIHTC and SAC Projects

are also described as Phase [, which includes a 0.37-acre parce! (LIHTC Parcel) and a 1.37-acre

parcel {SAC Parcel), :

The proposed projects are to be constructed oh a portion of a 3.33-acre site (Siie) at the
southwest corner of North Long Beach Boulevard and East Anaheim Street. At a future date, the
remaining 1.58-acres, located facing Long Beach Boulevard are proposed {0 be developed with a
mixed-use condominium tower {Phase ii}. The development entity (Developer) includes Meta
and Century Housing (Century), which will be the managing general partner for the Phase |
projects. The Developer owns the entire Site,

The purpose of this analysis is 1o establish the financial gap associaied with the LIMTC Project
and the SAC Project as well as summarize the proposed deal terms and outstanding issues for
the financial assistance requested by the Developer.

EXECUTIVE SUMMARY

The KMA anailysis concludes the following:

1.

The proposed development costs appear to be reasonable with the exception of the
following line-items:

a. The A&E costs in both projects are significantty higher than typical industry
standards. in fact, $1.56 million and $438,000 for the SAC and LIHTC Projects,
respeciively, can be described as extraordinary costs. The $2.40 million Studio
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- Patrick Ure, City of Long Beach February 8, 2010

Subject: Leng Beach & Anaheim - Financtal Gap Analysis Page 2

One Eleven contract, which doesn't include construction management costs, is
the predominant driver in the higher than typical costs. Itis recommended that
the LBHDC review these costs to decide whether they should be included in the
financial gap calculation.

b. The Community/Pregramming Space cosls in the SAC Project are budgeted at
$2.28 million, or $150 per square foot of GBA. This estimate is approximately
$20 per square foot GBA higher than the residential cost estimate. While the
proposed SAC Project will have a higher quality of community and programming
space than a fypical affordable housing project, this estimate is considerably
higher than typical. it is recommended that prior to the establishment of the
LBHDC Loan amount, the LBHDC staff should review with the Developer the
design specifics and budget ine items.

c. The FFAE cost estimate in the LIHTC Project is $150,000 higher than the typical
allowance for similar projects. If is recommended that the LHBDC staff should
review with the Developer the detailed list of items included in the budget before
selfing the LBHDC Loan amount for the LIHTC Project.

The warranted financial assistance for Phase | is estimated at

a. SAC Project — Up fo $6.93 million, of which LBHDC has already contributed
$2.28 million. :

. LIHTC Project ~ Up to $6.21 million.

Based on the proposed permanent funding sources, the ouistanding balance of the
LBHDC assistance at the time of permanent loan closing is estimated at

a. SAC Project — Up to $4.80 million, or $165,700 per affordable unit, which
inciudes the $2.28 million existing LBHDC Loan.

b. LIHTG Project — Up to $3.41 million, or $90,300 per affordable unit.
The proposed terms for both LBHDC Iéans are as foliows:

a. A 3% simple interest rate;

b. A 55-year term; |

c. A 25% share of the residuai receipts; and

d. Sectred with a second trust deed on the SAC Parcel and the LIHTC Parcel.
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To: Pafrick Ure, City of Long Beach ' February 8, 2010
Subject: Long Beach & Anaheim - Financial Gap Analysis ' Page 3

5, Based on the KMA cash flow projestions, the LBHDC Loan for the SAC Project is
estimated to be repaid in Year 38. In contrast, the essentially no payments are expected
or the LIHTC Project 1.BHDC Loan during the 55-year term and have a $9.09 miliion
ending balance in Year 55. ‘ :

8. ' The following summarizes ihe outstanding issues related to the SAC and LIHTC projects.

a The Developer has requested that nearly 100% of the $26 million awarded by |
HCD to the Original Project be allocated fo the SAC Project.  HCD has yet o
respond to the Developer's request. As such, there is potential for a significant
increase in the SAC Project financial gap if HCD does not agree with the
Developel’s proposal.

b, __ The Developer has not provided e term shest from the Tax Credit investors in
neither project. As a result, there is uncertainty in whether the proposed deferred
Developer fees will be acceptable v an investor given the likeliness of the fees
not fo be repaid within the 15-year Tax Credit compliance period. | the investors
are not in agreement and the $625,000 deferral in the SAC Project and the
$310,000 deferral in the LIHTC Project are removed from the Eligible Basis, the
Tax Credit equity will decrease by $40,000 in the SAC Project and $268,000 in
the LIHTC Project. Thus, the financial gap will increase on a dollar for dollar
basis. '

c. The Developer is also proposing o fransfer $2.78 million of the G funds from
. the SAC Project to the LIHTC Project after the permanent loans are closed.
However, this increase in funding sources for the LIHTC Project will not be
disciosed inthe TCAC application to enable the reported local assistance to be
higher and increase the tie-breaker perceniage for competitiveness. It is unclear
whether a Tax Credit investor will find this structure acceptable.

d. A term sheet has not been provided for the construction and permanent loans
- proposed for the LIHTC Project. Given that the KMA cash flow shows the
operating reserve heing drawn down beginning in Year 18 to pay the full debt
service payment and the Project is potentially unable to support the debt service
payments in the last four years of the Joan term, there is concern that it will be
difficuit to find & lender for the LIHTC Project.

e The parinership agreement between Century and Meta has not been provided
and therefore, the relationship between the two enfities needs to be clarified.

7. Century has also requested that the $§2.77 million LBHDC Loan on Phase 1t be
subordinated to Century’s $17.20 millicn oan. While the LBHDC |Loan would be placed
in a riskier position, it has been stated that the Century Board will not approve the
proposed transaction if LBHDC does not subordinate its loan.
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To: Pairick Ure, City of Long Beach February 8, 2010
Subject: L.ong Beach & Anaheim - Financial Gap Analysis Page 4

In conclusion, given the risks outlined in this analysis, it is recommended that the LBHDC only
approve the request for financial assistance for the SAC and the LIHTC Projects with the
condition that all cutside funding sources are secured and documented.

BACKGROUND STATEMENT

‘During 2006 and 2007, Meta purchased a total of 16 parcels within the Site for a total of $23.37
million. Century provided $19.84 milfion for the purchase of 13 parcels and including $1.15
million in predevelopment costs. The LBHDC provided two loans totaling $5.15 million for the
purchase of three parcels and $566,000 in lease buyout and ciosing costs. In 2007, Meta
proposed to develop the entire Site in one phase inciuding a total of 188 senior apariment units,
170 condominium units and 24,800 square feet of ground floor cormmercial space (Original
Project). '

Meta originally hired Archaeon Architects Inc. {Archaeon) for architectural and related services for
the project. Because the Original Project was so large and the location deserving of a landmark
project, LBHDC staff implemented a cross department review team that included three
Redevelopment Agency staff and two Planning Bureau staff members. The team began working
with Meta and Archaeon on the site plan and desigh of the project in late 2007, During several
team meetings, staff provided many comments to Meta and Archaeon, and requested that they

be incorporated into the design plans. However, Archasen szemed o be unable or unwilling to
make certain changes.

Staff then contracted with Studio One Eleven to provide peer review services to address issues
such as mongtony, building mass, building heights and open space. The comments from Studio
One Eleven were conveyed to Meta and Archaeon during additional meetings and in writing. In
QOctober 2008, staff clarified to Meta that the design was stili not to the standard necessary for
such an important lccation. Meta then decided to release Archaeon and hired Studio One Eleveri
as the project architect.

Given the collapse of the financial and housing markets, the condominium component is no
longer feasibie. As Meta continued to find funding sources, the land loans were required to be
extended with Century several fimes. Ulfimately, to keep Century from foreclosing on the
property, Meta and Century have agreed to enter into a partnership with Century as the managing
general pariner of the projects. However, the Developer has not provided a documented
agreement to LBHDC, thus, the overall relationship between Century and Meta is not clear.

In the fail of 2009, the Developer approached the LBHDC with the request to develop the overalll
project in two phases and the LBHDC approved this request. Meta has also received a $10.78
million Transient-Oriented Development (TOD) grant award from the State of California’s Housing
and Community Development depariment (HCD) as well as a $15.07 million Infill Infrastructure
Grant (IG). The total HCD assistance available to the Original Project is $256.85 million.
However, Meta has requested that HCD allow all but the $761,000 of the TOD funds dedicated fo
ownership units to be allccated to the SAC Project. HCD has vet to respond to this request.
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Subject: - Long Beach & Anaheim - Financial Gap Analysis Page 5

The following summarizes the proposed funding sources to be utilized in Phase I

SAC Proiect

1.

Tax-exempt bond proceeds issued through the New Issue Bonds Program (NIBP) that is
administered by the Housing and Urban Developmenit department (HUD);

2. Junior tax-exempt bonds provided by privats investors and secured by the SAC Project
cashfiow; C '
3. The automaiically awarded 4% tax credits (Tax Credits) by the Té_x Credif Aliocation
Commitiee (TCAC); :
4, Funds awarded by the State of California’s Housing and Community Development
Department (HCD): :
a. Transit-oriented Development (TOD)} fqnds; and
b. Infill infrastructure Grant {liG) funds.
B. Deferred Developer feg; and
6. Low an& maderate income housing set-aside (Sei-Aside) funds from the LBHDC.
LIHTC Project
1. Conventional financing;
2 The competitively awarded 9% Tax Credits by TCAC;
3, Deferred Developer fee; and
4, Set-Aside funds from the LBHDC.

Analysis Organization

The financial gap analysis is organized as foliows:

Appendix A: SAC Project
Appendix B: LIHTC Project

--Each appendix includes pro formas which are organized as follows:

Table1:  Estimated Development Costs
Table 2:  Stabilized Net Operating Income
Table 3:  Financial Gap Analysis

Table 4  Cash Fiow Analysis

1002003 LG LR gibd
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To: Patrick Ure, City of Long Beach : February 9, 2010
Subject: Long Beach & Ananeim - Financial Gap Analysis Page 6

ACQU]SITION COST METHODOLOGY

To appropriately allocate the land acquisition costs to each development component, KMA
established the following methodology: '

1. The Developer and LBHDC has made five land purchases since 2008 as follows:
Land Area Purchase Financing
—{&n Price $/Sf Source
Acquisition #1 . 67,600 $9,800,000 $145 Century
Acguisifion #2 39,560 8,000,000 T 5202 Cenfury
Acquisition #3 8,000 980,000 $110 Century
Acquisition #4 16,500 2,310,000 $140 LBHDC
- Acquisition #5 11,100 2,275,200 $205 LBHDC
Alley * 1,340 0 $0 : City
Totals ' 145,100 $23,375,000 $161 '
2. KMA then allocated the land area to the three development components as follows:
Land Area (Square Feet) :
SAC LIHTC Phase i Total Site
Acquisition #1 34,390 0 33,210 87,800
Acquisition #2 0 16,220 23,340 38,560
Acquisition #3 2,000 t) D 8,000
Acquisition #4 18,500 0 0 16,500
Acquisifion #5 o - 0 - 14,100 11,100
Alley 0 0 1,340 1,340
Totals 59,890 16,220 58,920 145,100
3. The land acquisition costs on a per square foot basis were then applied fo the aliocated

land area as follows:

Purchase Price ($/S)

SAC - LIHTC Phase i
Acquisition #1 $145 NA $145
Acquisition #2 NA $202 - $202
Acquisition #3 $110 NA . NA
Acquisition #4 $140 NA NA
Acquisition #5 NA NA $205
Alley NA NA $0
Weighted Averages $138 $202 $171

" The City of Long Beach (City) has agreed to dedicate the 1,340 syuare foot alley fo Phase H at no cost.
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To: Patrick-Ure, City of LLong Beach February 9, 2010

Subject: Long Beach & Anaheim - Financial Gap Analysis Page 7
4, The following summarizes thé land cost aflocation, which has been agreed to by the
Developer:
Land Area Acquisition
: {8h Costs

100% Affordable Project 16,220 - $3,280,000

Senior Artist Colony 59,890 8,285,000

Phase ll 658,990 11,810,000

Totais 145,100 $23,375,000
PROJECT DESCRIPTION

The following summarizes the proposed Project by phase:

Phase 1
1. . The Deveicpér proposes {o construcf the following on the Phase | Site:
SAC LIHTC Phase |
Land Area (Acres) 1.37 0.37 1.75
# of Units 147 39 186
Density (DU/Acre) 107 105 106
Gross Building Area (Sf) 133,168 - 20,684 162,852
FAR 222 1.83 214
# of Parking Spaces 184 ' 43 227
Parking Ratio 1.25 1.10 1.22

2. The foliowing summarizes the proposed unit mix for the SAC and the LIHTC projecis.

SAC LIHTC
# of Unit Size # of Unit Size
_ Units (50 Units (sh
One-bedroom Units 86 685 30 588 |
Two-bedroom Units 61 914 9 858
Three-bedroom Units 0 0 0 0
Totals & Averages 147 770 38 848
3. The Developer proposes to restrict 36% of the total units in Phase | to very-low income
households. The affordability mix is described as follows:
e e A, LIHTC.. Phase |
Very-Low income Units 29 38 67
Low Income Units 0 Y] 0
Moderate Income Units 0 0 0
Total Affordable Units 29 38 67
% of Total Unils : 20% 7% 36%
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To: Patrick Ure, City of Long Beach . February 9, 2010

Subject: Long Beach & Anzheim - Financial Gap Analysis ‘Page 8
4, The following describes the amenities of each project;
a SAC Project — Pool/Spa, Community Room, Library, Theater, Game Room, Art

Studios, Classrooms and Gym.

-~ h. ‘LIHTC Project — Community Room. Residents will have full use of the SAC
Project program space and activities.

it is expecied that the LIHTC Project development term will be 15 months, including one-month
for absorption. The SAC Project is expected fo be constructed in 18 months and completely
absorbed within 12 months. The Developer plans to go forward with the SAC Project even if the
LIHTC Project does not receive a Tax Credit allocation in the first round 6f 2010.

Phase i

1. While Phase It is currently not considered to be a feasible project, the foliowing describes
the proposed tower: '

Condominium Retail
Component Component Phase I}
Land Area (Acres) ‘ ‘ NA . NA 1.58
# of Units 170 NA 170
Density (DU/Acre) 107 NA 107
Gross Building Area (Sf) 197,853 24,900 ' 385,332
FAR 2.87 0.36 2.66
# of Parking Spaces 225 118 343
Parking Ratio 1.32 ' 4.74 NA
2. The Developer proposes to restrict 40 condominium units to moderate income

households, which equafes to 24% of the intal units in Phase 1.

In the interim, the Developer has agreed to a pian‘ to minimally improve the Phase 1i Site so that
the parcels fronting North Long Beach Boulevard appear finished until Phase H is ready to break
ground.

1002003 LG4 Rghd
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To: Patrick Ure, City of Long Beach February 8, 2010
Subject: Long Beach & Anaheim - Financial Gap Analysis Page 8

FINANCIAL GAP ANALYSIS
Estimated Total Development Costs

The following summarizes the proposed deveiopment costs for the SAC and the LIHTC Projects.
The detailed analyses can be located in Appendices A and B.

SAC LIHTC Phase |

Acquisition Costs $8,851,000 $3,280,000 $12,131,000
Qff-site improvement Costs 619,000 244,000 863,000
Direct Costs 28,103,000 . 6,497,000 34,600,000
indirect Costs ‘ 11,516,000 3,470,000 14,986,000
Financing Cosis 7,252,000 869,000 8,121,000
Total Development Costs $58,341,000 $14,360,000 $70,701,000

Per Unit , $383,300 $368,200 $380,100

Per Sf GBA $423 $484 $434

While KMA found most of the development cost estimates to be reasonable, the identification of
cost estimates that are higher than typically estimated for similar projecis are shown below:

1. SAC Project;

a. A&E Costs — The $1.56 million in extradrdinary costs should be reviewed by the
LBHDC and decided whether to accept these costs in the financial gap
calculation.

b, Community/Programming Costs - The Developer should provide the LBHDC staff
 with a detailed description of what is included in the $2.28 million budget.

2. LIHTC Project

a A&E Cosis — The $438,000 in exiraordinary costs should be reviewed by the
LBHDC and decided whether to accept these costs in the financial gap
calculation.

b. FF&E Costs - The Developer should provide the LBHDC staff with a detailed
description of what is included in the $250,000 budget. '

c. Financing Costs - Once the Developer receives an official ferm sheet from the
" construction and permanent lenders, the financing costs are fikely to be adjusted.

1002503..6:LR:gbd
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To: ' Patrick Ure, City of Long Beach

February 9, 2010

Subject: Long Beach & Anaheim - Financial Gap Analysis . Page10

Stabilized Net Operating Income

The following summarizes the proposed net operating income for the SAC and the LIHTC
Projects. The detailed analyses can be located in Appendices A and B.

Effective Gross Income
(Less) Operating Expenses
Net Operating [ncome

SAC LIHTC Phase |
$2,547,860 $261,530 $2,809,390
{1,147,750) (191,630} {1,338,380)
$1,400,110 ~ $69,900 $1,470,000

Potential Funding Sources

The following summarizes the proposed funding sources during the construction period for the

SAC and the LIHTC Projects.

Construction Period

SAC LIHTC ' Phase |

Construction Financing $21,560,000 $4,082,000 $26,542,000
Junior Bonds 6,605,000 0 6,605,000
Tax Credit Equity 0 + 2,143,000 2,143,000
TOD Reniat Loan : 0 : 0 0
1 TOD Infrastructure Grant 5,650,000 4 5,650,000
Infill infrastructure Grant 15,069,000 0 15,069,000
Negative Arbitrage Reserve ' 0 0 0
Deferred Developer Fee 625,000 1,022,000 1,647,000
Total Potential Funding Sources $49,409,000 $8,147,000 $57,556,000
Per Unit ‘ $336,100 $208,900 $309,400
Per Affordable Unit $1,703,700 $214.400 $858,000

The following summarizes the proposed permanent funding sources during the construction
period for the SAC and the LIHTC Projects. ' '

Permanent Funding Sources

: : ‘ SAC LIHTC Phase |
Permanent Financing $21,560,000 $694,000 $22,254,000
Junior Bonds 2,500,000 o 2,500,000
Tex Credit Equity 2417,000 7,143,000 9,660,000
TOD Rental Loan 4,471,000 : 0 4,471,000
TOD Infrastructure Grant 5,550,000 0 5,550,000
Infill Infrastructure Grant 12,287,000 2,782,000 15,069,000
Negative Arbitrage Reserve 2,126,000 ¢ 2,126,000
Deferred Developer Fee 625,000 ‘ 310,000 935,000
Total Polential Funding Sources $51,536,000 . $10,928,000 T $62,465,000

Per Unit $350,600 $280,200 $335,800
Per Affordable Unit $1,777,100 $287.600 $932,300
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To: Patrick Ure, City of Long Beach ‘ February 9, 2010
Subject: Long Beach & Anaheim - Financial Gap Analysis Page 11

The following summarizes the issues associated with several of the proposed funding sources:

1. HCD Funds Allocation Abprov’al
2. Conventional Lender approval for LIHTC Project
3. Tax Credit [nvestor approval
a Deferred Developer Fee
b. Transfer of iG funds from the SAC Project o the LIHTC Project

Financial Gap Calculation

The financial gap is calculated by comparing the fotal development costs to the total potential -
funding scurces. The following summarizes the estimated financial gap during the construction
period.

Construction Period

: SAC LIHTC : Phase |
Total Deveiopment Costs $56,341,000 $14,360,000 $70,701,000
{Less) Funding Sources - {48,409,000) (8,147,000) {57,556,000)
Financial Gap $6,932,000 $6,213,000 : $13,145,000
Per Affordable Unit $239,000 $163,500 $186,200

The following summarizes the estimated permanent financial gap:

Permanent Financial Gap

SAC LINTC Phase |
Total Development Cosls : $56,341,000 $14,360,000 $70,701,000
{Less) Funding Sources : (51,536,000) {10,829,000) {82.465,000)
Financial Gap ' ’ . $4,805.000 $3,431,000 $8,236,000
Per Affordable Unit $165,700 $20,300 $122,900

In regards 1o the SAC Project, the LBHDC has already provided $2.28 million in loan proceeds. [t
shouid also be noted that the financial assistance estimated in this analysis will increase and

. decrease on a doltar for dollar basis if any of the funding sources are nct realized, the LBHDC
decides to imit the ASE costs, and/or the review by LBHDC staff of the FF&E and community and
programming space costs result in a decrease in the estimates.

1002003 LG LR gbd
15620.001.115
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PROPOSED DEAL STRUCTURE

The following summarizes the proposed L BHDC transaction for the SAC and the LIHTC Projects.

SAC © LIHTC
Loan Amount during Construction Up to $6,932,000 ' " Upto $6,213,000
Loan Amount at Permanent tp to $4,805,000 Up o $3,431,000
Interest Rate 3% Simple 3% Simple
Loan Term 55 Years b5 Years
Payments 25% Residual Receipts . 25% Residuat Receipis
Security 2™ TD on SAC Parcel 2" TD on LIHTC Parcel

CASH FLOW ANALYSIS

KMA prepared a 55-year cash flow analysis for both prbjects and the findings are présented
below.

SAC Project

1. The 1L.BHDC Loan is projected to be repaid in Year 35. However, residual receipts
payments are not expected to begin until Year 15 when the Jumor Bonds have been
repaid,

2. The cperaiing reserve fund is not expected to be ufilized and is estimated to grow to

$3.78 milifon by Year 55.

3. While 100% of the deferred Developer fee is expected to be repaid, it is not anticipated to
accur untll Year 17, as it will be paid out of the Developer's share of the residual receipts.
However, a Tax Credit investor typically requires any deferred Develaper fee to be repaid
within 15 years. If the deferred fee cannot be repaid within 15 years, the amount needs
to be deducted from the Eligible Basis and thus the Tax Credit equity would likely
decrease and the financial gap would increase on a dollar for dollar basis. | the Eligibie
Basis is required to be reduced by $625,000, the estimated impact on the Tax Credit
equity is a reduction of $54,000.

. LIHTC Project

1. The LBHDC Loan is nof projected to be repaid during thé 55-year loan term.  In fact, the
loan will negatively amortize and have a $9.08 million balance in Year 55.

2. In Year 18, the operating reserve funds are expected to be required to assist in making
' the full $58,250 annual debt services payment. The operatlng reserve is projected to be
depleted by Year 27, therefore, the total dabt service payments are not anticipated to be
made in the final four years of the loan term. According to the Developer, PNC, the
permanent lender currently reviewing the fransaction, has not made an issue of the
potential cash flow issues. However, PNC has also not yet provided a term sheet for the
proposed loan.

1002003 L G:JLR:gbd
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To: : Patrick Ure, City of Long Beach February 8, 2010
Subject: Long Beach & Anahaim - Financial Gap Analysis ‘ Page 13

3. While the assef management fee is expected fo be supported by the cash flow, the
general parinership full fee payment is likely to cease after Year 6.

4. Finally, the Developer proposes that the $310,000 deferred Developer fee be repaid out
of Meta's share of the Developer's residual receipts. As such, it is estimated that only
$1,150 of the $310,000 deferred Developer fee would be repaid. Again, a term shest
from the Tax Credit Investor has nof been provided fo verify the acceptance of this
structure. However, an investor typically requires any deferred Developer fee to be
repaid within 15 years. [f the deferred fee cannot be repaid within 15 years, the amount
needs to be deducted from the Eligible Basis and thus the Tax Credit equity would likely
decrease by approximately $268,000. :

PHASE Hl

The LBHDC cufrently has a $2.28 million first frust deed on an 11,100 square foot parcel in
Phase lI. Century, in contrast, has a $17.20 million existing first trust deed on the balance of the

Phase Il Site. The Century loan includes accrued interest and fees as weli as acquisition and
predavelopment costs previously funded.

As a condition of the Century Board to approve the proposed iransaction for Phase |, the LBHDC
has been requested to subordinate the $2.28 million LBHDC loan to the Century $17.20 million
loan. 1n return, the LBHDC loan will be secured with a second trust deed on the entire Phase i
site. Therefore, the 1.58-acre site would have a2 total of $18.47 million of debt on the Phase il
site, which equates fc $282 per square foot of land area.

. While a current appraisal for the Phase [l Site has not been provided, the current market value of
the Phase If Site is assumed to be considerably lower than $282 per square foot of land area.
Therefore, if the LBHDC agrees to the Century proposal to subordinate and Century then decides
to foreclose on the property, the LBHDC Loan wiil be wiped out.

1002003,L.GJLR:bd
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SAC PROJECT
FINANCIAL GAP ANALYSIS




' FINANCIAL GAP ANALYSIS —~ SAC PROJECT
Estimated Development Costs (Appendix A - Table 1)

KA reviewed the Developer's February 2, 2010 pro forma and found the estimated development

costs to be reasonable with the exception for the ASE and the Commumty!Programmmg Space
costs. :

Acquisition Costs
The land acquisition cost estimate is based on the following assumptions:

1, | The Developer purchased the SAC Parcel for $8.28 million. This equates fo $138 per
square foot of land area.

2. _ A total of $385,000 has been expended fo buyout the leases of the grocery and check
: cashing stores that were previously located on the SAC Parcel.

3. The closing costs totaled $181,000, or approximately 2% of the purchase price.

Therefore, the land acquisition costs total $8.85 million, or $148 per square foot of land area and
$60,200 per unit,

 Off-site Improvement Costs

" The City's Depariment of Development Services (LBDS) approved a menu of off-site
improvements that will be required to develop overall Project. While the LBDS originally
approved the items based on the entire project being developed at the same time, it has been
agreed that 50% of the improvements, predominately along Long Beach Boulevard, can be
waived until Phase il is developed. Therefore, The SAC Project portion of the Phase | off-site.
improvement costs is estimated at $619,000.

Direct Costs

Given the 'proposed financing sources, the SAC Project will have a prevailing wage requirement,
which is included in the direct cost estimates. The following summarizes the direct cost estimate
assumptions:

1. Demolition and utility relocation costs are estimated at $677,000, or $11 per square foot
of land area.

2. - On-site improvéments are estimated at $12 per square foot of land area.

3. Given that the timeline for Phase H has not been established, the 1.BHDC is requiring the

Developer fo provide fencing, landscaping and hardscaping on Phase If during the
interim. These improvements are esfimated to cost $100,000, of which $78,000 has
been afiocated to the SAC Project.
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10.

The parking garage costs are estimated at approximateiy $21,100 per space.
Residential shell costs are estimated at $131 per square faet of GBA,

The community and programming space construction costs are estimated at $2.28
miflion, or $150 per square foot of GBA. These costs include $401,000 for the frontage
glong Anaheim, which has recently been included in the budget without a satisfactory
explanation of why these costs are in addition to the already high budget estimate. The
total cost esfimate is higher than the build-out of the residential space, however, it should
be noted that the proposed SAC concep! is specialized. -

A $400,000 zllowance is provided for furnrshmgs fixtures and equipment (FF&E), which
equals $2,700 per unif.

Confractor fees are estimated at 11% of congiruction costs, which is lower than the 14%

‘maximum imposed by TCAC. Due to the complexity of the Project, a $740,000

allowance is also provided for a crane and manlift.
Construction bonds are estimated at approximately 1% of construction costs,

A $1.21 million contingency allowance is provided, which equates to approximately 5% of
other dlrect costs.

The total direct costs are estimated to be $28.10 million, or $211 per square foot of GBA.,

- However, the Developer shouid provide the LBHDC staff with a detailed description of what is
included in the $2.28 million budget for the Community/Programming Space costs. I LBHDC
staff decides fo fimit this allowance, the financial gap will decrease on a dollar for dollar basis.

. Indirect Costs

The following summarizes the indirect cost estimates assumptions:

1.

Architecture, engineering and consulting (A&E) costs are estimated at 6% of direct and
off-site improvement costs based on typical industry standards, which equates to $1.72
million. However, the Developer proposes a total of $3.42 million for the A&E costs,
which equals 12% of direct and off-site improvement costs. This $1.70 million differential
includes $69,000 that was expended on the previous architect, as well as $73,000 for a
LEED consultant and $1.56 million, which is considered to be extraordinary costs.
However, the Deveioper has sighed contracts as well as back-up for costs paid to date
for the $3.42 million estimate.

Permits and fees are estimated at $17,765 per unlt which is adjusted for the appropnate

" fed waivers giverrto affordable units.

Taxes, iegal and accounting are estimated at 5% of direct and off-site improvement
costs.

Insurance cosis are estimated at $2,200 per unit.
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5. Marketing and leasing costs are estimated at $5,100 per unit.

8. The Developer fee is set at $2.50 million, which is the maximum allowed under the TCAC
regulations.

7. A $493,000 contingency allowance is provided, which eguates to 4% of other indirect
costs.

The fofal indirect costs are estimafed to'be $11.52 million. 1t should be noted that $1.56 million of
the indirect costs are considered to be extraordinary. Therefore, it is recommended that L BHDC
make a policy decision in regards to accepfing these costs in the financial gap calculation.

Financing Costs
The foliowing summarizes the financing cost estimates assumptions:

1. Century provided a $5.51 million acquisition and predevelopment loan, which is secured
with a first trust deed on 59,890 square feet of land area in the SAC Parcel. However,
Meta was unable fo continue to make interest payments on the loan at an 8.5% interest
rate. Since Metfa has ceased io make interest payments on the loan, a total of $1.76
million in interest and fees have accrued. To avoid foreclosure, Meta and Century have
agreed to enter into a partnership, of which Century will be the managing general pariner.
Century has also agreed to only recognize $625,000, or 25% of the Developer fee, of the
fotzl $1.76 million in accrued interest in the development budget. The accrued interest is
proposed to be financed by a $625,000 deferral of the Developer fee and paid fo Century

- with Meta's share of the Developer's share of residual receipts.

2. interest during construction fbr the $21.56 million tax-exempt bonds s calculated based
on the following assumptions:

a, A 5.07% interest rate;
b. An 18-month construction period and a 12-month absorption period;
c.‘ A63% avérage-oufstand'in-g balance:; and
d. Approximately $297,000 of net opéraﬁng income during the 12-month absorption
period.
3 The ﬁnaﬁcing fees proposed by fhe Developer are driven by the new HUD program, New

Issue Bond Program (NIBP), under which the tax-exempt bonds will be issued. These
fees are estirmated based on the iollowing:

a. Construction Loan - 1.26 Points;
b. Permanent Loan — 1.08 Paints;
G. HUD/MIP — 1.73 Puoints;
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8.

d. Issuance Costs - 3.94 Points.

HUD requires that not only the estimated construction interast be budgeted; a Negative
Arbitrage Reserve must be set-aside at the issuance of the bonds, This reserve is °
calculated to be $2.13 million, which assumes that 100% of the bonds are deposited into
an escrow account that earns 1%. However, this reserve will be released at the
completion of construction.

HUD also requires significant capitalized reserves to be budgeted, as follows:

a Operatlng Reserves — Approxnmately seven months of operating expenses and
debt service paymenis.

b. Replacement Reserves - $823 per unit.

Tax Credit fees are estimated at $115,000.

" The total financing costs are estimated to be $7.25 million.

Total Estimated Development Costs

The estimated development costs fotal $56.34 million, or $423 per square foot of GBA. The
following summarizes the total esiimated development costs:

Acquisition Costs ' $8,851,000

Off-site Improvement Costs 619,000
Direct Cosis - 28,103,000
Indirect Costs 11,516,000
Financing Cosis 7,252,000
Total Development Costs $56,341,000

Per Unit $383,300

Per Sf GBA ' ' _ $423

However, based on KMA's experience, the following cost estimates are considered to be

extraordinary or heed further clarification:

1.

A&E Costs — The $1.56 miflion in extraerdinary costs should be reviewed by the LBHDC
and decided whether to accept these costs in the financlal gap calculation.

Community/Programming Costs - The Developer should provide the LBHDC staff with a
detailed description of what is included in the $2.28 million budget.

Stabilized Net Operatlng Income (Appendlx A —Table 2)

Income Resfrictions

The Developer proposes to set-aside 29 units for very-low income househelds, The SAC Project
affordable units must comply with the income restriction restrictions imposed by the various
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funding programs. Therefore, the affordable units will be subject to the following income

restrictions:

' Number of Units
Designated Requirements * 14-Bdrm 2-Bdrm
Section 50105 / 40% Median * 3 3
Section 50105 / 50% Median 14 9
Unrestricted 68 48
Unrestricted (Manager's Unit) 1 0

Affordability Restrictions

The rents applied to the units must reflect the most stringent reguirements imposed by the

allowances, are as follows:®

various funding sources.* The 2009 maximum aliowable rents, net of the appropriate utility

One-bedroom Two-bedroom
Units Units
Very-Low Income/40% Median

Section 50053 $561 5613
40% TCAC Rents $534 $628
Applicable Rent $534 $613
Very-Low Income/50% Median A
Section 50078.5 $561 $613
50% TCAC Renis $683 $806
Applicable Rent $561 $513

Market Rents

The Deveioper contends that the specialization of the SAC Project will allow a premium fo be

as follows:

- added to the market rents. The HUD underwriters have approved the proposed rents, which are

Monthly Maonihly
Rent Rent/Sf
One-bedroom Units $1,800 $2.41
Two-bedroom Units $1,950 $2.13
Weighted Average $1,746 $2.27

It shouid be noted that the manager wili pay rent on the one-bedroom unit set-aside for the

manager.

2 The LBHDC requires that very-low income units comply with the California Health and Safety Gode Section 50105

{Section 50105] as referenced in the table.

8 sMedian” refers to the Los Angeles County median income.

*The affordable rents are estimated based on the strictest of. the caleutation methodology established under Section
50053 of the Health and Safety Code and Tax Credit renis that are published annually by TCAC.
* monthly utility alowances: $60/1-bdrm units and $86/2-bdm units.
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" Net Operating Income Calculation '

The gross rental income, including miscellaneous revenue estimated at $5 per unit per month, is
projected to stabilize at $2.68 milfion. After the assumption of a 5% vacancy and collection
allowance, KMA estimated the effective gross income (EGH) is estimated to be $2.55 million.

"~ KMA reviewed the Developer's propesed operating expense assumptions and determined that
the estimates were reasonable. The following summarizes the estimates:

1. ~  General operating expenses are esfimated at $4,000 per unit.
2 Property taxes are esfimated at $410,000 per year.

3. Activity 'fees are estimated at $398,000, or $266 per unit per yeah It should be noted that
an additional $41,000 wili be aliocated to tenant services as revenues are available.

4. The $4.47 million TOD Rental Loan triggers an annual 0.52% fee, which equates fo
$23,310.

5. Operating expenses are set at $104 per unit per year.

6. Replacement reserves are estirﬁated at $447 per unit per year.

The total operating expenses ate esfimated at %$1:15 million, or $7,800 per unit. When the fotal
operating expenses are deducted from the EGI, the nef operating income (NOI) is esfimated to

_ total $1.40 million, which is summarized below.

Effective Gross Income ' $2,547.860

(Less) Operating Expenses ~ (1,147.750)
Net Operating Income $1,400,100

Financial Gap Analysis {(Appendix A — Table 3)
Potential Funding Sources
- The following summarizes the potential funding sources:

' Tax-Exempt Bonds

The Developer has received a $21.56 million aliocation from the New Issue Bond Program
(NIBP). These tax-exempt bond proceeds were estimated based upon the following
assurnplions:

1. A 1.11 debi coverage ratio, which results in a $1.28 million anhual debi service payment;

2. F'irst trust deed security;

3. AB.07% interest rate; and
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4. A 40-year amortization period.

The tax-exempt bonds will also be available during the construction period.

- Junhior Bonds

The Developer proposes to issue an additional $6.60 million in tax-exempt bonds At the end of
construction, the balance of these bonds will decrease to $2.50 million. However, the bonds will
only be secured with SAC Project residual receipts. The bonds will require an 11% return and

100% of the residual receipts, which is defined as the cash flow after the first trust deed debt
service payment, payment of the asset and parinership fees.

Low Income Housing Tax Credit Equity

With the tax-exempt bonds, the. SAC Project is eligible to receive a 4% Tax Credit allocation
based on the 29 affordable units. The following describes the calculation:

1. Tex Credit Basis Calculation: dan be assurmed that the Project's eligible Tax Credit
hasis is equal o the lesser of the depreciable costs for the Fax Credit units, or the basis
limits established by TCAC. KMA and the Developer calculated the eligible Tax Credits

basis as follows:

a. The Projects depreciabie costs iotat $37.48 million.

b. The basis limits applied by TCAC equal $43.23 million.

c.  The depreciable costs are less than the TCAC basis Iimits.' As such, the eligible
Tax Credit basis estimated at $37.48 million.
2. Net Tax Credit Proceeds Caleulation:
a. ‘The gross Tax Credit amount supported by the proposed Project is calculated at

$3.26 miillion based on the foliowing assumptions:

i The Project is located in a "Difficult o Develop” census fract. This allows
the eligible Tax Credit basis to be increased by 30%.

ii. " The current Tax Credit application sets the annuaf Tax Credit rate at
3.35%. This rate Is applied to the 10-year Tax Credit period.

iii. Only 20% of the Tax Credits are available given that only 22 of the units
will be restricted to very-low income households.

® The Developer's pro forma assumes the Juhior Bonds at $7.23 million. However, this amount includes the 8625000
defeired Developer fee, which KMA has.deducted,
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b. The net syndication value supporied by the Tax Credits is ultimately determined
based on competitive market conditions and on the fiming of the dishursements.
Based on the Developar's assumption that none of the proceeds will be funded at
the compietion of construction, the Tax Credit equity rate is estimated at $0.74
per Tax Credit. ‘

Therefore, the net Tax Credit proceeds are estimated at $2.42 million, of which none will be
available during the construction period.

Deferred Costs

During the construction perio'd and thereafter, $625,000 of the Developer fes will be deferred.
The $625,000 defermral is proposed fo be repaid fo Century over time. -

HCD Funds

The Developer is requesting that HCD allow the TOD and Infifl infrastructure Grant (11G) funding
awarded to the Original Project, with the exception of $721,000 that is dedicated to e
Condominium Component in Phase I, to be allocated to the SAC Project. However, HCD has yet
to provide a determination in regards to this request. If HCD does not agree to the 100%

realiocation of the HCD funds, the SAC Project financial gap will increase on a dollar for doliar
basis. :

During the construction period, $5.55 million of the TOD Infrastructure Grami and $15.07 million of
the IG Grant will be available. Af permanent loan closing, the $4.47 million Rental Loan will be
disbursed and §2.78 million of the IIG Grant funds will be transferred to the LIHTC Project.

Negative Arbilrage Reserve

At the end of construction, the $2.13 million Negative Arbitrage Reserve will be released. The
reserve will not be required to be applied to the fax-exempt bonds.

Total Potential Funding Sources

The following summarizes the toial potential funding sources during the construction period and
at permanent loan closing:

Change in

Funding

Construciion Permanent Sources
Tax-exempt Bonds $21,560,000 $21,560,000 $0
Junior Bonds 8,605,000 2,500,000 (4,108,000}
Tax Credit Equity "] 2,417,000 2,417,000
Deferred Developer Fee 625,000 " 625,000 ' 0
Neg. Arbitrage Reserve . 0 2,126,000 2,126,000
HCD Funds 20,619,000 22,308,000 1,689,000
Total Potential Funding Sources $49,4098,000 $51,536,000 $2,127,000
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It should be noted that approximately half of the funding sources are the HCD funds that have yet
been approved to be allocated solely fo the SAC Project by HUD.

Financiai Gap Calculation

The following summarizes the estimated financial gap during the constructlon period and at
permanent loan closing: .

Change in
Consfruction Permanent Financial Gap
Totai Development Costs $56,3414,000 $56,341,000 $0
(Less) Funding Sources {(49,408,000) {51,536,000) {2,127,000)
Total Potential Funding Sources $6,832,000 %4,805,000 {$2,127,000)
Per Affordable Unit $239,000 $165,700 ($73.,300)

Therefore, it is concluded that the maximum warranted LBHDC assistance is up to.$6.93 million,
or $239,000 per affordable unit, Once 100% of the proposed funding sources are in place at the
closing of the permanent loan, the financial gap is expecied to decrease fo $4.80 million, or.
$165,700 per affordable unit. However, it is recommended that the financial assistance amount
be established based on the review and approval of the AXE extraordinary cosfs and the
Community/Programming costs by the LBHDC staff as well as the approval of the aliocation of
funds by HCD and the deferred Developer fee structure by the Tax Credit Investor. It should be
noted that LEMDC has already confributed $2.28 miilion through land acquisition.

PROPOSED DEAL TERMS
The following summarizes the proposed deal terms:

1. LBHDC wil pi'ovide up to $8.93 million as a residual receipts loan to the Project (LBHDC
Loan} with the following terms:

a. A 3% simple inierest rate;

b. A 55-year term, at which time the remalnmg balance of the: LBHDC Loan will be
' due and payable;

c. Secured by a second trust deed on the entire SAC Parcel; and
d. Annual payments equal o 25% of the residual receipis.
2, After the permanent loan cioses, the LBHDC Loan will be paid down by $2.13 million.

3. Theexisting $2.28 million LBHDC Loan will be increased by up to $4.85 million.
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CASH FLOW ANALYSIS (APPENDIX A ~ TABLE 4) -

KMA also conducted a cash flow analysis to estimate the present value of the debi service
paymentis fo the LBHDC. The following describes the basic cash flow assumptions:

1.

10,

1.

12,

Year 1 is based on the pro forma rent and expense assumpiions presented In the
stabilized analysis (Table 2}.

Market rents are projected to increase at 3% per year while the affordable rents are
estimated to increase at 2% per year.

A 5% vacancy and collection aliowance is provided.

The general operatmg expenses and resident services expenses are mcreased at 3% per
year.

The properiy taxes are increésed at 2% annually.

The operating reserve increases at 3% per year.

The replacement reserve ié held constant over the life for the Project.
Asset rﬁanagement fees are set at $10,000 per year through Year 15.

General parinership management fees are set at $10,000 per year and will be held -
constant over the life of the Project.

The additional activity fee of $41,000, is held constant for the life of the Project.

The Junjor Bonds are to receive an 11% return and be repaid prior to any residual
receipts distribution to the LBHDC and the Developer.

The following Tllusirates the proposed residual receipts distribution:

a. Twenty-five percent (25%) of the residual receipis are appiled to the LBHDG
Lean; and
b. The remaining 75% of the residual receipts will be allocated to the Developer, of

which 75%, or Meia's portion of the Developers residual receipts, will be applied
to the $625,000 deferred Developer fee,

The following summatizes the cash flow analysis findings:

1.

The LBHDC Loan is projected to be repaid in Year 35. However, residual receipts

payments are not expected to begin until Year 15 when the Junior Bonds have been
repaid.

The operating reserve fund is not expected to be utilized and is estimated to grow to
$3.78 million by Year 55.
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3. While 100% of the deferred Developer fee is expected to be repaid, it is not anficipated to
occur uniil Year 17. However, a Tax Credit investor typically requires any deferred
Developer fee to be repaid within 15 years. If the deferred fee cannot be repaid within 15
years, the amount needs o be deducted from the Eligible Basis and thus the Tax Credit
equity would likely decrease and the financial gap would increase on a dellar for dollar
hasis. If the Eligible Basis is required to be reduced by $625,000, the estimated lmpact

-on the Tax Credit equity is a reduction of $54,000.

SUMNMARY AND CONCLUSICN
The following summarizes the conclusions of the KMA analysis:

1. The estimated warranted assistance is up to $6.93 million. However, there are several
Issues that need to be resolved prior to the finalization of the assistance amount,

a. Extraordinary A&E Costs — A policy decision needs to be made whether o allow
the $1.58 million in extraordinary ARE costs to be included in the calculation of
the warranted financial assistance. If the LBHDC chooses not to include these,
or a porfion of these costs, the financial assistance warranted from the LBHDC
will decrease. However, if the current contracts remain in place, the Developer
will be required to find additional funding sources.

t. Community/Programming Space Cosis — While the propesed SAC Project will
have a higher quality of community and programming space than a typical
affordable housing project, the $2.28 million, or $150 per square foot of GBA,
cost estimate is considerably higher than what is typical. Therefore, it is
recommended that prior fo the establishment of the LBHDC Loan amouni, the

LBHDC staff and the Developer review the design specifics and budget fine
items.

c. Deferred Developer Fee Repayment ~ While the deferred Developer fee does
get paid, the total payment is not expected to oceur during the 15-year Tax Credit
compliance period, The Developer has not yet provided a Tax Credit Investor
ferm sheet that agrees fo this assumption. As such, there is potential for the Tax
Credit Equity proceeds {o be decreased and the financial gap to increase on a
dollar for dollar basis. It is recommended that the Developer provide a Tax
Credit Investor term sheet verifying that these conditions are acceptable to the
investor as well as provide an additionat funding source if the Tax Credit equity is
reduced. -

d. HCD Funds Allocation Request — While the Developer has assumed that all of
the HCD funds that were awarded to the Original Project be allocated fo the SAC
Project, HCD has not yet approved this structure. Thus, there is a significant risk
that a portion of the HCD funds proposed to be avaiiabie to the SAC Project, will
be aliocated to the LIHTC Project and/or Phase II. Any decrease in the HCD

funds allocated fo the SAC Project, will increase the financial gap on a do!!ar for
doliar basis.
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e Operating Reserves — HUD reguires significant operating reserves to be
capitalized in the development budget as well as set-aside annually from the
cash flow. Information has not been provided to the terms of the reserve. These
details should be provided to LBHDC.

2. The proposed deal terms are approptiate for the proposed Project.

In conclusion, given the risks outlined in this analysis, it is recommended that the LBHDC only
approve the request for financial assistance to the SAC Project with the condition that all outside
funding sources are secured and documented.
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APPENDIX A - TABLE 1

ESTIMATED DEVELOPMENT COSTS
LONG BEACH & ANAHEIM: PHASE §- SAC PROJECT
LONG BEACH, CALIFORNIA

.

Land Assemblage Costs

Acquisition Costs 58,890 SfLand $138 /SfLand $8,285,000
Lease Buyouts Allowance 385,000
Closing Costs 2% Purchase Price 181,000
Total Land Assemblage Costs 59,890 Sfland $148 /Unit $8,851,000
Off-site improvements Allowance $619,000
Direct Costs 2
Demolition Costs/Utility Relocation 59,890 SflLand $11 /Sfland $677,000
On-éite Improvements 59,890 SflLand . $12 /Sfland 726,000
Phase Il Improvements Allowance 79,000
Parking Costs 184 Spaces ‘ $21,076 /Space 3,878,000
Residential Shell Costs 117,945 SFGBA $131 /STGBA 15,399,000
Community and Programming Space 15,223 SfGBA - $150 /SfGBA 2,282,000
Furnishings, Fixtures & Equipment 147 Units ' $2,721  /Unit 400,000
Contractor Fees / General Requirements 11% Construction Costs ’ 2,525,000
Crane & Manlift Allowance: 740,000
Construction Bonds 1% Construction Costs 185,000
Contingengy Allowance 5% Other Direct Costs 1,212,000
Total Direct Costs 133,168 STGBA $211 ISTGBA $28,103,000
Indirect Costs . -
Architecture, Engineering & Consulting 3 6% Direct + Off-site Costs $1,723,000
Criginal Architect Costs Allowance 69,000
LEED Consulting Costs Allowance 73,000
Extraordinary A&E Costs 4 5% Direct + Off-site Costs 1,558,000
Permits & Fees ° 147  Units $17,765 /Unit " 2,612,000
Taxes, Legal & Accounting 5% Direct + Off-site Costs 1,418,000
Insurance 147 Units $2,178 [Unit 320,000
Marketing & Leasing 147 Units $5,102  /Unit 750,000
Developer Fee ® ) 2,500,000
Contingency Allowance 4% Other Indirects 493,000
Total Indirect Costs $11,516,000
Financing Costs
Century Land Loan Accrued Interest $625,000
Interest During Construction 7 $21,560,000 Bonds 5.07% Interest 2,126,000
{Less) Income During Lease-up 4 ' (297,000)
' mFinancing Fees ‘
Construction Loan $21,560,000 Bonds ' 1.26 Points 271,600
Permanent Loan $21,560,000 Bonds 1.09' Points 236,000
HUD/MIP Costs $21,560,000 Bonds 1.73 Points 373,000
Issuance Costs $21,560,000 Bonds 3.24 Points 850,000
Negative Arbitrage Reserve Allowance 2,126,000
Reserves )
Operating 7 Months of Operating Expenses 706,000
Replacement 147  Units ‘ $823 /Unit 121,000
TCAC Fees 115,000
Total Financing Costs $7,252,000
Vi, ]Total Development Costs 133,168 SfGBA $423 ISTGBA $56,341,000 [

~N & o B W b 2

Based on Developer's allocation of offsite costs; assumes City approves waiving the LB Blvd improvements unti! a later date.

Based on Developer estimate; includes a premium for prevailing wage requirement. -

KMA estimate based on indusiry standards.
Based on Developer estimate.
Based on LHBDC staff estimate.

Equal o the amount identified by the Developer; amount is equal to the maximum amount allowed by TCAC.

Assumes a 18-month construction term and a 12-month absorption term; and an average outstanding balance of 63%.

Prepared by: Keyser Marston Associates, Inc.

Filename; LB & Anaheim - Phase | - 02.04.10; Pro Forma - 4%, |Ir; 2/4/2010



APPENDIX A - TABLE 2

.STABILIZED NET OPERATING INCOME

LONG BEACH & ANAHEIM: PHASE | - SAC PROJECT

LONG BEACH, CALIFORNIA

Gross Residential Income

Manager's Unit . 1 Unit $1,600 /UniMonth $19,200

VL Inc Redev/Tax Credit @ 40% Median *

1-Bedroom Units @ (665-5f) 3 Units $534  /Unit/Maonth 19,220

2-Bedroom Units @ (914-5f) 3 Units $613 /UnittMonth 22,070
VL Inc Redev/Tax Credit @ 50% Median "

1-Bedroom Units @ (665-5f) 14 Units . $561 /Unit‘Month 94,250

2-Bedroom Units @ (914-8f) 9 Units $613 /Unit'Month 66,200

Market Rate .

1-Bedroom Units @ (665-Sf) 68  Units' $1,600 /Unit/Month 1,305,600

2-Bedroom Units @ (914-5f) 49 Units $1,950 /Unit‘Month 1,146,600

Laundry/Miscellaneous Income 3 147 Units $5 fUnit/Month 8,820

Gross Residential Income 147 Units $2,681,960

(Less) Vacancy & Collection Allowance 5% Gross Income (134,100}

Effective Gross Income $2,547,860

Operating Expenses * .

General Operating Expenses 147 Units $4,042  /Unit $594,100

Property Taxes . 410,340

Services 147  Units $265 /Unit 39,000

MHP Fee $4,471,000 Lozn 0.52% Loan 23,310

Operating Reserve 147 Units $104 /Unit 15,290

Replacement Reserve 147 Units $447  [Unit 65,710

Total Operating Expenses 147  Units: $7.800 /Unit . 7$1,147_.750
INet Operating Income $1,400,110 |

Based on LA County 2000 incomes distributed by HUD/HCD. The rents are based on the more stringent of California Health & Safety Code Section 50053
and rents published by TCAC. Efficient utility allowances per the Long Beach Housing Autherity are $60/1-bedroom units 2nd $86/2-bedroom units.

Based on Developer's estimate. Assumes monthly rents at $2.41/sf one-bedreom unit and $2.13/sf two-bedroom units.

Based on Developer's estimates.

Prepared by: Keyser Marston Associates, Inc.
Filename: LB & Anaheim - Phase | - 062.04.10; Pro Forma - 4%; ilr; 2/4/2010



APPENDIX A - TABLE 3

FINANCIAL GAP ANALYSIS -

LONG BEACH & ANAHEIM: PHASE | - SAC PROJECT

LONG BEACH, CALIFORNIA

Potential Funding Sources - Construction

A. Tax-Exempt Financing
Net Operating Income $1,400,110 NOI {See Table 2}
Income Available for Morigage 111 DCR $1,260,119 Debt Service
Interest Rate/Mortgage Constant 5.07% Interest 5.84% Constant
Tax-Exempt Financing $21,560,000
B. Junior Tax-Exempt Bonds 1 $6,605,000
C. Tax Credit Equity 30
D. HCD Funds®
TOD Rental Loan $0
TOD Infrastructure Grant 5,550,000
Infill Infrastructure Grant 15,068,000
Total HCD Funds $20,619,000
D. Deferred Developer Fee 25% Developer Fee $625,000
Total Potential Funding Sources - Construction $49,409,000
Financial Gap Calculation - Construction
Total Development Costs $56,341 ;000
(Less) Total Potential Funding Sources ) (49,409,000)
!ﬁnancial Gap - Construction 29 Affordable Uniis $239,000 /Affordable Unit $6,932,000 I
Potential Funding Sources - Permanent
A. Tax-Exempt Bonds $21,560,000
8. Junior Tax-Exempt Bonds $135,991 Cash Flow 5.60% ROE $2,500,000
C.. Tax Credit Equity®
Gross Tax Credit Value $3,266,000 _
Syndication Rate 74.00% /Tax Credit Dollar
Net Tax Credit Equity $2,417,000
D. HCD Funds?
TOD Rental Loan $4,471,000
_TOD Infrastructura Grant 5,550,000
Infilt Infrastructure Grant 12,287,000 )
Total HCD Funds $22,308,000
E. Negative Arbitrage Reserve Release $2,126,000
D. Deferred Deveioper Fee 25% Developer Fes $625,000
Total Funding Sources - Permanent $51,536,000
Financial Gap - Permanent
Total Develapment Costs $56,341,000
{Less) Total Potential Funding Sources ‘ (51,536,000)
|Financial Gap - Permanent 29 Affordable Units $165,700 /Affordable Unit $4,805,000 I

Per Developer estimate.

2

Prepared by: Keyser Marston Associates, Inc.

The HCD funds have already been awarded to the Project.
3 $37.50 millien eligible basis, which includes a 130% difficult to develop premium; a 3.35% Tax Credit rate; and an applicabie fraction of 20%.

Filename: LB & Anaheim - Phase | - 02.04.10; Pro Forma - 4%; jIr; 2/4/2010
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APPENDIX B

LIHTC PROJECT
FINANCIAL GAP ANALYSIS



FINANCIAL GAP ANALYSIS — LIHTC PROJECT 7
Estimated Development Costs (Appendix B — Table 1)

KMA reviewed the Developer's February 2, 2010 pro forma and found the estimated development
costs to be reasonable except for the ARE and FF&E costs.

Acquisition Costs

The Developer wili aliocate $3.28 million of the Phase | and value to the LIHTC Project. This
equates fo $202 per square foot of land area. The LIHTC Parce! is owned en’urely by the
Developer. -

Off-site Improvement Cosfts

The Cify's Department of Development Services (.BDS) approved a menu of off-site
improvements that will be required to develop the Original Project. While the LBDS originally
approved the iterns based on both phases being developed at the same time, it has been agreed
that 50% of the improvements, predominately along Long Beach Boulevard, can be waived until
Phase [ is developed. Therefore, The IIHTC Prolect of the Phase | off-site improvement costs is
estimated at $244,000.

Direct Costs

Given the proposed financing sources, the LINTC Project will be required to pay prevailing
wages, which are included in the direct cost estimates. The following summarizes the direct cost
estimate assumptlons

1. On-site improvements are estimated at $19 per square foot of fand area. It shouid be
noted that the LIHTC Parcel is currently vacant.

2. . Given that the timeline for Phase i has not been established, the LBHDC is requiring the
Deveioper to provide fancing, Iahdscaping and hardscaping on Phase Il during the
inferim. These improvements are estimated to cost $100,000, of which $21,000 has
been aliocated fo the LIHTC Project.

3. The parking garage costs are estimated at approximately $21,100 per space.

4. Shell costs are estimated at $127 per square feet of GBA, which includes costs for the
common areas and the community space.

5. A $250 {00 allowance is provided for furnishings, fixtures and equipment (FF&E), which
equals $6,510 per unit. This expense is approximately $150,000 h[gher than the typicat
costs for similar projects.
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6. Confractor fees are estimated at 7% of construction costs, which is lower than the 14%

maxirnum imposed by TCAC. Due o the complexity of the LIHTC Project, a $540,000
allowance is also provided for a crane and manlift.

7. Consfruction bonds are estimated at approximately 1% of consiruction costs.
8. A $314,000 contingency aliowance is provided, which equates to approximately 5% of
other direct costs.

The total direct costs are estimated to be $6.50 million, or $219 per square foot of GBA.
However, the Developer should pravide the LBHDC siaff with a detailed description of what is
included in the $250,000 FF&E budget, If the LBHDC staif decides to limit this allowance, the
financial gap will decrease on a doflar for doliar basis. '

Indirect Costs
The following summarizes the indirect cost estimates assumptions:

1, Architecture, engineering and consulting (A&E) costs are estimated at 8% of direct and
off-site improvement costs, which equates to $539,000. However, the Developer
proposes a total of $1.02 million for A&E costs, which equals 15% of direct and off-site
improvement costs. This $483,000 differential includes $18,000 that was expended on
the pravious architect, as well as $27,000 for a LEED consultant and $438,000, which is
considered fo be exiraordinary costs, However, the Developer provided signed confracts
and back-up for costs paid to date for the $1.02 milion estimiate.

2. Perm;ts and fees are estimated at $15,300 per uni, whlch is adjusted for the apgpropriate
fee waivers given fo affordable units.

3. . Taxes, legal and accounting are estlmated at 6% of direct and off-site improvement
costs, which is slightly higher than typical 3% to 5% for similar projects. However, these
costs include $103,000 in cosis spent to date, of which property faxes make up a

significant portion,
4, ‘Insurance cosis are 'estimated at $1,500 per unit.
5. Marketing and leasing costs are estimated at $385 per unit.
6. The Developer fee is set at $1.24 million, which is 15% of the eligible basis and the
maximum allowed under the TCAC regulations.
7. A $126,000 contmgency allowance is pro\nded whlch equates to 4% of other mdlrect
e coOStg . R e

The total indirect costs are estimated to be $3.47 million. It shouid be noted that $438,000 of the
indirect costs are considered o be extraordinary, Therefore, it is recommended that the LBHDC
make a policy decision in regards to accepting these costs in the financial gap calculation.
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: Finéncing Costs

The following summarizes the financing cost estimates assumptions:

1.

5.

Century provided a $1.46 million acquisition and predevelopment loan, which is secured
with a first trust deed on the LIHTC Parcel. However, Meta was unable fo confinue to
make interest payments on the loan at 8.5% interest. Since Meta has ceased to make -
interest paymenis on the loan, $468,000 in inferest and fees have accrued. To avoid
foreclosure, Meta and Century agreed to enter into a partnership, of which Century will be
the managing general pariner. Century has also agreed to only recognize $310,000 of
the total $468,000 in accrued interest, or 25% of the Developer fee, in the development
budget. The accrued interest is proposed to be financed by a $310,000 deferral of the
Developer fee and paid to Century with Meta's share of the Developer's share of residual
receipts.

interest during construction for the $4.98 million construction ioan is calculated based on
the following assumptions:

a. A 6.75% interest rate;

b. A 14-month construction period and a-one-monih absorption period;

c. A 59% average outstanding balance; and

d. Ap;iroximately $6,800 of net operating incorné during the one-month absorption
~ period. o

Financing fees are estiimated based on the following:

a. Construction Loan — 1.90 Points; and

b. Permanent Loan ~ 7.48 Points. The higher than typical perménent loan fees are
a result of the limifed size of the permanent loan and that the Developer has yet

to secure a permanent iender for thc_—: LIHTC Project.

Capiialized reserves are estimated as follows:

a. Operating Reserves — Approximately three months of operating expenses and
debt service paymenis.
b. ‘Replacement Reserves - $250 per unit allowance.

Tax Credit fees are estimated at $85,000.

The total financing costs are estimated to be $869,000. it should be noted that the Developer has
not provided a term sheet from the construction and permanent lenders. Thus it is likely that the
. financing costs will be adjusted.
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Total Esiimated Developmeni Costs

The estimated development costs total $14.36 million, or $484 per square foot of GBA. The
following summarizes the total estimated development costs:

Acquisition Costs $3,280,000
Off-site Improvement Cosis . 244,000 .
Direct Cosis 6,497,000
Indiract Cosis 3,470,000
Finanging Costs , 869,000
Total Development Costs $14,360,000
Per Unit ‘ $368,200
Per Sf GBA $484

However, based on KMA's experience, the foliowing cost estimates are considered fo be
. extraordinary, need further clarification or are likely to changa:

1. A&E Costs — The $438,000 in extraordinary costs should be reviewed by the LBHDC and
decided whether to accept these costs in the financial gap calculation.

2. FF&E Costs — The Developer shouid provide the LBHDC staff with a detailed description
' - of what is included in the $250,000 budget.

3. Financing Costs — Once the Daveloper receives an official term sheet from the
construction and permanent lenders, the financing costs are likely to be adjusted.

Stabilized Net Operating Income {Appendix B -~ Table 2)

Income Restrictions

The Developer proposes to set-aside 38 units for very-low income households. The LIHTC
Project must comply with the income restriction restrictions imposed by the various funding
pragrams. Therefore, the LIHTC Project will be subject fo the following income restrictions:

Number of Units
Designated Requirements ! 1-Bdrm 2-Bdrm
Section 50105 / 30% Median ° 3 1
Section 50105 / 40% Median 3 1
Section 50105 / 45% Median 2 2
Section 50105 / 50% Median 22 4
Unrestricied (Manager's Unit) 0 1

7 The LBHDC requires that very-fow Ingome units comply with the California Health and Safety Code Section 50105
(Section 50105) as referenced in the table.

® *Median” refers to the Los Angeles County median income.
Appendix B — page 4
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Affordability Restrictions

The rents applied to the units must reflect the most stririgent requirements imposed by the
various funding sources.® The 2009 maximum allowable rents, net of the appropriate utility
allowances, are as foliows: *° _ E

One-bedroom Two-bedroom
: Units - Units
Very-Low Income/30% Median
Section 50053 $570 $625
30% TCAC Rents $394 $461
Applicable Rent - $394 5461
Very-Low Income/4D% Median ‘
Section 50053 $570 $625
40% TCAC Rents $543 $640
Applicable Rent $543 $625
Very-Low Income/45% Median ‘ ‘
Section 50053 ' $570 - $625
45% TCAC Renis $617 . 5728
Applicable Rent $570 $625
Very-Low Income/50% Median :
Section 50079.5 - $570 $625
- 50% TCAC Rents $692 3818
Applicable Rent $570 $625

Net Operating Income Calculation

The gross rental income, including miscellaneous revenue estimated at $6 per unit per month, is
projected to stabilize at $275,300. After the assumption of a 5% vacancy and collection
allowance, KMA estimated the effective gross income (EGI) s estimated to be $261,530.

KMA raviewed the Developer's proposed operating expense assumptions and determined that
the estirmates were reasonable. The following summarizes the estimates:

1. General operating expenses are estimated at $4,400 per unit. This estimate is at the
high-end of the typical range for similar projects.

2. Property taxes are estimated at $5,000 per year, which reflects that the Developer will
partner with a nonprofit partner to enabie the Project to receive a property tax waiver,

3. Activity fees are estimated at $6,000, or $154 per unit pér yéar. it should be noted that
the tenants of the LIHTC Project will-have access o all of the amenities located at the... .- .
SAC Project. '

. * The affordable rents are estimated based on the strictest of: the calculation methodology established under Section
50053 of the Health and Safety Code and Tax Credlt rents that are published annually by TCAC.
" Monthly utility allowances: $51/1-bdm units and $74/2-bdrm units.

Appendix B — page 5
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4, Replacernent reserves are estimated at $250 per unit per year.

The total operating expenses are estimated at $121,630, or $4,800 per unit. When the total
operafing expenses are deducted from the EGY, the net operating income (NO!) is estimated fo
total $69,900, which is summarized below.

| Effective Gross Income .. - . $261,530
{Less) Operating Expenses ‘ {191,630)
Net Operating Income $69,900

Financial Gap Analysis (Appendix B — Table 3}
Potential Funding Sources
The following summarizes the potential funding sources:

Conventional Financing

As previously discussed, the LIHTC Project will be financed with a $4.98 million loan during the
construction period. The permanent financing was estimated by the Developer based upon the
following assumptions:

1. A 1.20 debt coverage ratio, whlich results in a $58,250 annual debt service payment;
2. AT50% inte.rest raté; and

3. A 30-year amortization period.

The reéulting permanent Joan is estimated at $694,000.

Low Income Housing Tax Credit Equi

The Developer plans to apply for the compelitively awarded 9% Tax Credits during the first round
of 2010. The following describes the Tax Cradit equity Caleulation: '

1. Tax Credit Basis Calculation: 1 can be assumed that the Project’s eligible Tax Credit
‘ basis is equal o the lesser of the depreciable costs for the Tax Credit units, or the basis
limits established by TCAC. KMA and the Developer calculated the eligible Tax Credits
basis as follows:

a. . The Project's depreciable costs fotal $9.55 million.
~-b. - The basis limits-applied by TGAC-equai $9.58 miliion.

c. The depreciable costs are less than the TCAC basis limits. As such, the eligible
Tax Credit basis estimated at $9.55 million. However, to increase the
competitiveness of the Project, the Developer plans to deduct $1.30 million from

the eligible basis.
Appendix B —page 6
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2. Net Tax Credit Proceeds Calcutation:

a. The gross Tax Credit amount supporied by the proposed Project is calculated at -
$9.65 million based on the following assumptions:

i. The Project is located in a “Difficult to Develop™ census fract. This allows
the eligible Tax Credit basis o be increased by 30%.

ii. The current Tax Credit application sets the annual Tax Credit rate at
9.00%. This rate is applied to the 10-year Tax Credii paried.

b. The net syndication value supported by the Tax Credits is ultimately determined
- based on competitive market conditions and on the timing of the disbursements.
Based on the Developer’s assumption that 30% of the proceeds will be funded at
the completion of construction, the Tax Credit equity rate is estimated at $0.74
“per Tax Credit. '

Therefore, the net Tax Credit proceeds are estimated at $7.14 million, of which $2.14 million will
be available during the construction period. The estimated fie-breaker is 85.5%. As previously
discussed, the Developer has not provided an official term sheet from the Tax Credit Investor.

. Deferred Cosis

During the construction peried, the Developer estimates that $1.02 million of the fotal
development costs, or 7%, can be deferred during the construction period. The Developer

proposes to defer $310,000 of the Developer fee. The $310,000 deferral is proposed to be repard
to Century overtime.

HCD Funds Transfer

While the Developer has ailocated $2.78 million of the aiready received InfHl infrastructure Grant
(1163} funds to this compenent of Phase |, these funds will only be available at project completion.
According to the Developer, this transfer will not be included in the TCAC application in order to
increase the tie-breaker for the Project. Again, since a term sheet from the Tax Credit Investor
has not yet been provided, it cannot be verified that this fransfer is acceptabte to the investor.

Total Poteniial Funding Sources

The following summarizes the total potential funding sources during the construction period and
at permanent loan closing:

Change in

. e e e . F.unding P I

Construction Permanent Sources
Conventional Financing ‘ $4,982,000 $694,000 ($4,288,000)
Tax Credit Equity : 2,143,000 7,143,000 5,000,000
Deferred Costs 1,022,000 310,000 {(712,000)
HCD Funds Transfer 0 2,782,000 2,782,000
Total Potential Funding Sources $8,147,000 $10,825,000 $2,782.000

Appendix B—page 7
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The Developer has not provided terms sheets for the construction and permanent loans as well
as from the Tax Credit Investor, Therefore, the availabilily of these funding sources cannot be
verified. '

Financial Gap Calchlatfon

The following summarizes the estimated financiai gap during the construction period and at
permanent loan closing:

Change in
Construction Permanent Financial Gap
Tota!l Development Cosis $14,360,000 $14,360,000 $0
(L.ess) Funding Sources (8,147,000) (10,292,000} {2,782 000}
Financial Gap $6,213,000 $3,431,000 $2,782,000
Per Affordable Unit $163,500 $90,300 $73,200

Therefore, it is concluded that the maximum warranted |L.BHDC assistance is $6.21 miilion, or
$163,500 per affordable unit. In addition, once 100% of the proposed funding sources are in -
place at the closing of the permanent loan, the financial gap is anficipated to decrease fo $3.43
miilion, or $90,300 per affordable unit. However, it is recommended that the final assistance
amount be established based on the review and approval of the A&E and FF&E costs by the
LBHDC staff as well as the receipt of term sheets from the construction and permanent lenders
and the Tax Credit investor.

PROPOSED DEAL TERMS

The following summarizes the propcsed deal terms:

1. LBHDC will provide up to $6.21 miilion as a residual receipts loan to the Project (LBHDC
Loan) with the following terms: ‘
Ca A 3% simple interest rate;
b. - A 55-year term, at whlch time the remaining balance of the LBHDC Loan will be
due and payable;
C. Secured by a second trust deed on the LIHTC Parcel; and
d. Annual payments equal to 25% of the residual receipts.

2. After the permanent loan closes, the LBHDC Loan will be paid down by up 0 $2.78
mitlion.

Appendix B —page &
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CASH FLOW ANALYSIS (APPENDIX B - TABLE 4)

KMA also conducted a cash flow analysis to estimate the present value of the debt service
payments to the LBHDC. The following describes the basic cash flow assumptions:

1. Year 1is based on the pro forma rent and expense assumptions presented in the
stabilized analysis (Table 2). The affordable rents are assumed to increase at 2% per -
year,

2. A 5% vacancy and collection allowance is provided.

3. The general operating expenses and resident services expenses are increased at 3% per
year,

4, The property taxes are increased at 2% annually.

- B " The replacement reserve is held constant aver the Iife for the Projecit.
6. Asset management fees are set at $5,000 per year through Year 15.
7. General partnership management fees are set at $5,000 per year and will be held

constani over the life of the Project.
8. The following illustrates the proposed residual receipts distribution:

a, Twenty-five percent (25%) of the residual receipts are applied to the LBHDC
Loan; and '

b. The remaining 75% of the residual receipis will be allocated to the Developer, of
which 75%, Meta's portion of the Developer's residual receipis, will be applied fo
the deferred Developer fee.

The following summarizes the cash flow analysis findings:

1. The LBHDC Loan is not projected to be repaid during the 55-year Joan term. " In fact, the
loan will negatively amortize and have a $9.09 million balance in Year 55.

2. In Year 18, the operating resetve funds are expected to be required 1o assist in making
the full $58,250 annual debf services payment. The operating reserve is projected to be
depleted by Year 27, therefore, the fotal debt service payments are not anticipated to be
made in the final four years of the loan term. According to the Developer, PNC, the
permanent lender currently reviewing the transaction, has not made an issue of the

potential cash flow issues. However, PNC has.also nof yet provided a term sheet forthe ...
proposed loan.

3. While the asset management fes is expected fo be supporied by the cash flow, the |
general parinership full fee payment is likely to cease after Year 6.

Appéndix B—page 8
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4. Finally, the Developer proposes that the $310,000 deferred Developer fee be repaid out
of Meta's share of the Developer's residual receipis. As such, it is estimated that only
$1,150 of the $310,000 deferred Developer fee would be repaid. Again, a term sheet
from the Tax Credit Investor has not been provided to verify the acceptance of this
structure. However, an investor typically requires any deferred Developer fee to be
repaid within 15 years. If the deferred fee cannot be repaid within 15 years, the amount
needs to be deducted from the. Eligible Basis and thus the Tax Credit equity would likely
decrease by approximately $268,000.

SUMMARY AND CONCLUSION

The following summiarizes the conclusions of the KMA analysis:

1, The warranfed financial assistance is esfimaled at up to $6.21 millfon. However, there
are several issues that need fo be resolved prior {o finalizing the assistance amount

a

Extraordinary A&E Costs — A policy decision needs to be made whether to allow
the $438,000 in extracrdinary ASE costs to be included in the calculation of the
warranted financial assistance. 1f the LBHDC chooses not to include these costs,
or a portion of these costs, the warranted LBHDC financial assistance will
decrease. However, if the current contracts remain in place, the Developer will
be required to find additional funding sources.

FF&E Costs — While the proposed LIHTC Project is expecied to be of a high
guality, the $250,000 allowance for FF&E Is approximately $150,000 higher than
typical for similar projects. Therefore, it is recommended that prior to the
establishment of the LBHDC Loan amount, the LBHDC staff and the Developer
review the specific FF&E budget line-items, '

Deferred Developer Fee Repayment — The repayment of the deferred Developer -
fee is not expecried to occur during the 15-year Tax Credit compliance period.
The Developer has not yet provided a Tax Credit Investor term sheet that agrees
to this assumption. As such, there is potential for the Tax Credit Equity proceeds
io be decreased and the financial gap fo inqreaséd by approximately $268,000.
Itis recommended that a Tax Credit investor term sheet verifying this structure

be provided as wefl as a source to fili the potential additional financial gap.

Transfer of HCD Funds / TCAC — While the Developer plans to enter into an
agreement with the LBHDG in regards to the fransfer of $2.78 million from the
SAC Project at the completion of the LINTC Project, the Developer does not plan
to provide this information in the TCAC application in order to increase the tie-

..Preaker points. it Is not clear what TCAC’s response would be if this agreement .

were to be disclosed and if this structure would be acceptable to a Tax Credit
investor.

TCAC Award ~ The Developer is proposing a TCAC application that would score
the maximum points as well as an 85.5% tie-breaker. Given that TCAC has
recently modified the tie-breaker caiculation, there is not & legitimate way of
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knowing what the most competitive tie-breaker should be. However, based on
the knowledge of several other projects in LA County that may apply, the
proposed fie-breaker points appear to be very competitive. 1t shouid be noted
that if the LIHTC Project does not receive an allocation in the first round of 2010,
the Developer will reapply. However, this portion of Phase 1 will then be delayed.

£ Construction / Permanent loan term sheets — The Developer should provide the
construction and permanent loan terms sheets prior to the establishment of the
LBHDC Loan amount.

2. The proposed deal terms are appropriate for the proposed Pro]ecf.

3. Based on a conservative analysis, it appears that the LIHTC Project may have a cash
flow problem within the 15 year compliance period. It is assumed that the Tax Credit
Investor will be responsible for carrying the project during the compliance period but it is
possible that the Developer will request additional assistance from the LBHDC after the
compliance period. However, the more likely scenaria is that a Tax Credit Investor will
not be willing to the deal terms as proposed by the Developer. As such, there may be an
issue of the Developer finding an investor.

In conclusion, given the risks outlined in this analysis, it is recommended that the LBHDGC only
approve the request for financial assistance to the LIHTC Project with the condition that all
outside funding sources are secured and documented.
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APPENDIX B - TABLE 1

ESTIMATED DEVELOPMENT COSTS
LONG BEACH & ANAHEIM: PHASE 1- LIHTC PROJECT
LONG BEACH, CALIFORNIA )

Land Assemblaae Costs

Acquisition Costs 16,220 Sfland $202 /Sfland $3,280,000
Closing Costs 0% Purchase Price -
Total Land Assemblage Costs 16,220 Sfland $202 /Unit $3,280,000
. Off-site Improvements Allowance $244,000
m. Direct Costs?
Demolition Costs 16,220 Sfland $0° /SfLand $0
On-site Improvements 16,220 SflLand $19 /SfLand 311,000
Phase |l iImprovements _ ' $21,000 Allowance 21,000
Parking Costs 43 Spaces $21,076 /Space - 906,000
Sheli Costs 29,684 SiGBA $127 [STGBA 3,782,000
Fumishings, Fixtures & Equipment 39 Units $6,410 /Unit 250,000
Contractor Fees / General Requirements 7% Construction Costs 328,000
" Crane & Manlift Allowance 540,000
Construction Bonds 1% Construction Costs - 45,000
Contingency Allowance 5% Other Direct Costs 314,000
Totat Direct Costs 29,684 SfGBA $219 /STGBA $6,497,000
IV. Indirect Costs
Architecture, Engineering & Consulting 3 8% Direét +Dff-site Costs $539,000
Origingl Architect Costs Allowance 18,000
LEED Costs Allowance . 27,000
Extraordinary A&E Costs 4 6% Direct +Off-site Costs 438,000
Permits & Fees ° 39, Units ' $15,283 /Unit 596,000
Taxes, Legal & Accounting 8% Direct +Off-site Costs 413,000
Insurance 39 Units - $1,493 /Unit 58,000
Marketing & Leasing 39 Units $385 /Unit 15,000
Developer Fee © 1,240,000
Contingency Allowance 4% Other Indirects 126,000
Total Indirect Costs $3,470,000
V. Financing Costs ) )
‘Century Land Loan Accrued Interest ) $310,000
Interest During Construction 7 $4,981,981 Loan Amount 6.75% Interest 255,000
Financing Fees
Construction Loan $4,981,981 Loan Amount 1.90 Points 95,000
Permanent Loan $694,000 Loan Amount 7.48 Points 52,000
Reserves
Operating 3 Months of Operating Expenses - 62,000
Replacement 3% Units $256 /Unit 10,000
TCAC Fees 85,000 .
Total Financing Costs $869,000
VI. [Tota! Development Costs 29,684 SfGBA $484 ISfGBA $14,360,000 I
1 Based on Developer's allocation of off-site improvement costs; assumes City approves waiving the Long Beach Boulevard Improvements at a jater date,
2 Based on Developer estimate; includes a premium for prevailing wage requirement.
3 KMA estimate based on industry standards.
4 Based on Developer estimate.
5 Based on LBHDC staff estimate.
& Equal to the amount identified by the Developer; amount is equal to the maximum ameunt allowed by TCAC.
7

Assumes a 14-month construction term and a 1-month absorption term; approximately $6,800 in NOI during absorption; and an average outstanding

halance of 59%.

Prepared by: Keyser Marston Associates, Inc.
Filename: LB & Anaheim - Phase | - 02.04.10; Pro Forma - 10{}% Aff, jir; 2/4/2010



" APPENDIX B - TABLE 2

STABILIZED NET OPERATING INCOME

LONG BEACH & ANAHEIM: PHASE | - LIHTC PROJECT

LONG BEACH, CALIFORNIA

I Gross Residential Income

Manager's Unit -1 Unit $1,420 /UnitMonth $17,040

VL Inc Redev/Tax Credit @ 30% Median

1-Bedroom Units @ (585-Sf) 3 Unit $394 /UnitMonth 14,180

2-Bedroom Urits @ (858-Sf) 1 Unit $461 /UnitMonth 5,530

VL Inc Redev/Tax Credit @ 40% Median

1-Bedroom Units @ {585-Sf) 3  Units $543 /Unit'Month 19,550

2-Bedroom Units @ (858-Sf) 1 Units $625 /UnitMonth 7,500

VL Inc Redev/Tax Credit @ 45% Median

1-Bedroom Units @ {585-Sf) 2 Units $570 {UnittMonth 13,680

2-Bedroom Units @ (858-Sf) 2 Units - $625 /Unit/Month 15,000

Vi inc RedeviTax Credii @ 50% Median

1-Bedroom Units @ (585-Sf) 22  Units $570 /UnitMonth 150,480

2-Bedroom Units @ (858-Sf) 4 Units $625 /UnitMonth 30,000

Low inc Redev/Tax Credit @& 60% Median ' _ .

1-Bedroom Units @ (585-Sf) - Units $685 /UnitMonth -

2-Bedroom Units @ (858-5f) - Units: $765 /[UnitMonth -

Laundry/Miscellaneous Income 2 39 Units $5 /UnittMonth 2,340

Gross Residential Income 39 Units $275,300

(Less) Vacancy & Collection Allowance 5% Gross Income {13,770}

Effective Gross Income $261,530
il. Operating Expenses *

General Operating Expenses 39 Units $4,381 fUnit $170,880

Property Taxes 39 Units $128 /Unit 5,000

Activity Fee 32 Units $164  /Unit 6,000

MHP Fee 39 Units $0 /Unit -

Operating Reserve 39 Units 30 /Uni -

Replacement Reserve 39 Units $250 fUnit 9,750

Total Operating Expenses 39 Units $4,900 /Unit $191,630
. |Net Operating [ncome $69,900 |

1

2 Based on Developer's estimates.

Prepared by: Keyser Marston Associates, Inc.
Filename: LB & Anaheim - Phase | - 02.04.10; Prec Forma - 100% Aff; jir; 2/4/2010
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APPENDIX B-TABLE 3

FINANCIAL GAP ANALYSIS
LONG BEACH & ANAHEIM: PHASE | - LIHTC PROJECT
LONG BEACH, CALIFORNIA

Potential Funding Sources - Construction

A. Consiruction Loan $4,982,000
B. Tax Credit Equity 30% of Total Tax Credit Equity $2,143,000
C. Deferred Costs’ $1,022,000
Total Potential Funding Sources - Construction $8,147,000
Financial Gap Calculation - Construction Period
Total Development Costs $14,360,000
{Less) Total Potential Funding Sources (8,147,000)
|Financial Gap - Construction 38 Affordable Units $163,500 /Affordable Unit $6,213,000 |
Potential Funding Sources - Permanent
A. Supportable Permanent Financing
‘ Net Operating Income $69,900 NOI {See Table 2}
Income Available for Mortgage 1.20 DCR $58,250 Debt Service
Interest Rate/Mortgage Constant 7.50% Interest '8.39% Constant
Supportable Permanent Financing $694,000
B. IaxCredit Equity®
Gross Tax Credit Value $9,652,582
Syndication Rate 74.00% [Tax Credit Dollar
Net Tax Credit Equity 57,143,000
C. HED Funds®
1C Rental Loan -0
1C Infrastructure Grant 0
1iG Grant 2,782,000
Total HCD Funds $2,782,000
D, Deferred Developer Fee 25% Developer Fee $310,000
Total Pofential Funding Sources - Permanent $10,929,600
Financial Gap Calculation - Permanent
Total Development Costs $14,360,000
(Less) Total Potential Funding Sources (10,929,000}
|Financial Gap -~ Permanent 38 Affordable Units $90,300 /[Affordable Unit $3,431,000 |

Based on Developer's esttmate.

$9.55 million eligible basis; a voluntary reduction of $1,300,000 of the eligible basis to maximize evaluation points; a 130% difficult to develop premium; a

9.00% Tax Credit rate; and an applicable fraciion of 100%.

Transferred from the SAC Project.

Prepared by: Keyser Marsion Associates, Inc.

Filename: LB & Anaheim - Phase | - 02.04.10; Pro Forma - 100% Aff; jIr; 2/4/2010
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