MEMORANDUM - @& |WHousing
R RO SN ~ | Development. .
DATE: June15 2011 . | Compary -~
T0 '- . Board of Directors :
S e ~ The Long Beagh Housmg Development Company
- ’;'_‘-FROM 74‘—Amy Boé k, President ks |
o ;[ : ‘PREPARED BY Patnck Ure, Housmg Development Of'flcer N
A SUB-._JECT:: PRI --Loan Agreement ‘between The Long Beachfu
© - 7. " " Housing Development Company and Paim Desert . -
. ~:Development Company for a 61 -Unit Senior- - |-
.. Rental Development Iocated at 3290 East Artesra' R
| ) ="Boulevard (CD 9) | | S
”fffRECOMMENDAHONs b;[}%j[ftjpg”gﬁélf*‘ o
‘l Approve a Ioan of up fo- $‘l2 000 000 to Palm Desert Development‘" T

' The B
--LongBeaolt

- Company. to provide gap t"nancmg for the development of a61-unit” .- " R
“'senior rental prolect located at 3290 East Artesra Bou[evard wrth LR

- condltlons

BN

= '-2‘..--_Authonze the Presrdent or de5|gnee to negotlate and enter lnto an

' ‘,‘Agreement Wlth Palm Desert Development Company, and

. documents necessary to |mplement the Agreement

| beif}BACKGROUND

oas Exh|brtA

. 'I_.'Srnce that time, the prolect has rece|ved entrtlements rncludlng approval
“ .« “of a zone change. However, the ‘Developer was not ‘successful. i
R securmg 9% tax credrts in both 2010 fundlng rounds The demand for 9% N

| Faxs62/5705921 " -

S 0n January 20 2010 The Long Beach Housmg Development Company:j
. (LBHDC) approved a 'loan .of up to- $9,516, 000 to- Palm Desert " | -
Development Company (Developer) to . prowde gap fmancrng for the - |~
~".-" development of a 61-unit affordable senior (55+) rental project located-at. . - -~
.. 3290 East Artesra Boulevard. That loan amount was based on a property | .
" . acquisition cost-of $4,970,000, - pursuant to a Purchase and Sale - | - .
" Agreement between the Developer and the seller The loan approval was. |
-~ . also contingent upon the ‘award of 9% Low-Income Housing Tax Credits © .| .- .
e -';‘:-T,Z(Q% tax credits) and approval of the necessary- zone change ‘and project | b
~entitlements. The January 2010 staff report |s attached for your reference . |
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tax credits was very strong and highly competitive. In order to proceed with the project,
the Developer has assembled a revised financing structure, and is in need of additional
gap funds from the LBHDC. :

REQUEST FOR FINANCIAL ASSISTANCE

On February 7, 2011, the Developer submitted a revised request for financial assistance
totaling $13,860,000. The Developer’s revised request was still based on a purchase
price of $4,970,000 for the project site. However, since this price was based on an
appraisal prepared on December 5, 2008 for the seller, staff obtained an independent
appraisal prepared by Lidgard and Associates, Inc. (Lidgard) on March 9, 2011, which
estimated the current fair market value of the site at $3,000,000. Following the receipt
of the Lidgard appraisal, staff informed the Developer that they would not be able to
support a gap loan based on the higher purchase price.

On April 18, 2011, the Developer submitted a revised request for financial assistance
totaling $12,500,000. In this request, the Developer still proposes a $4,970,000 !and
cost, with the seller carrying a residual receipts loan of $1,000,000, effectively reducing
the land cost by that amount. Meanwhile, staff asked Keyser Marston Associates, Inc.
(KMA) to prepare an analysis of the Developer's request.

The KMA analysis indicated that the required financial gap is about $12,000,000, or
about $197,000 per unit. After further negotiations with the seller, the Developer was
able to convince the seller to agree to carry a residual receipts loan of $1,500,000,
effectively reducing the land price to $3,500,000, and reducing the gap to $12,000,000,
which is in line with the gap set by the KMA analysis. The KMA analysis is attached as
Exhibit B. :

REVISED PROPOSAL

Staff remains very supportive of this project, and is now supportive of the request for
assistance given the great deal of effort put forth by the Developer and seller to bring
the funding request in line with the warranted assistance identified by the KMA analysis.

~ Due to the revised funding structure, and the need to increase cash flow to carry a
higher permanent loan, the Developer is proposing to modify the affordability structure
to reduce the number of very low-income units and increase the number of low-income
units. Rents range from $582 to $708 per month for a one-bedroom unit, and from $647
to $789 per month for a two-bedroom unit. The revised affordability structure is as
follows:

Very Low 40 Very Low 6
Low 20 Low ‘ 54
Manager 1 Manager 1

Total 61 61




. January 2010 | June 2011 Difference
Bond/Permanent Loan | $ 045,000% 1,795,000 $ 850,000
Tax Credit Equity 10,755,000 5,933,000 (4,822,000)
Deferred Developer Fee : ' 237,000 237,000
General Partner Equity 648,000 (648,000)
|Interest Income (construction) 56,000 56,000
Seller Carry Back Loan 1,500,000 1,500,000
LBHDC Gap Funds 9,516,000 12,000,000 2,484,000
Total Available Sources  |$ 21,864,0000$ 21,521,000 $ (343,000)

LBHDC Board of Directors
June 15, 2011
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The total development costs are set at $21,521,000, which is about $352,800 per unit.
The revised development costs are about $343,000 less than what was included in the
original proposal approved by the LBHDC in January 2010. The revised development
costs are as follows:

January 2010 June 2011 Difference
Property Assemblage Costs |$ 5,370,0000% 5,422,000/ % 52,000
Direct Costs . 11,229,000 10,813,000 {416,000}
Indirect Costs 4,208,000 4,072,000 (136,000)
Financing Costs 1,057,000 1,214,000 157,000
Total Development Costs |$ 21,864,000|$% 21,521,0000$% - (343,000)

The revised funding sources include a higher permanent loan, reduced tax credit equity,
a deferred developer fee, and a seller carry back loan to eﬁ’ectlvely reduce the land
costs. The revised sources of funds are as follows:

CONCLUSION

The LBHDC gap has increased by $2,484,000 above the amount approved by the
LBHDC in January 2010. The reason for the increased gap is mostly due to the
reduced tax credit equity caused by a change from a 9% tax credit financing structure to
tax-exempt bond and 4% tax credit structure. :

Staff supports the revised request for a loan of up to $12 000,000, and recommends
approval of the recommend action. No LBHDC funds will be disbursed until these
awards/approvals are received. The loan will be structured as a residual receipts note
at 0% interest and will mature in 55 years.

Exhibits:
e January 20, 2010 Staff Report
e April 29, 2011 KMA Analysis

ET:PU )
R \LBHDC\Staﬁ Reportsi2011\June\Ramona Park Senlor Apartments Financial Assistance 04.12.11.doc
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R S The Long Beach Housmg Development Company

) 'FRON‘l o Executlve ReweWCommlttee

'PREPARED BY Meggan Sorensen Development Prolectl\/ianager

SUBJECT . Loan - Agreement between The.; Long Beach}---_,..‘_:--u :
. .- Housing Development Company and Palim Desert.f‘

" 'Development ‘Company for:'a '61-Unit "Senior. -|.. "~
"“Rental’ Development Iocated at 3290 East Artesna;'.._?f_',..;\.'__', .

E _ ..Boulevard (CD 9):

< .

o 'l Approve a loan of up to $9 516 OOO to Palm Desert Development,-_{_
RN ‘Company to: prowde gap financing for-the development of a-81-unit- [
- ‘affordable’ senior ‘rental project looated at 3290 East Arteslaw_':-fi,:i -

: -Boulevard w1th condltlons

c 2, Authonze the Presadent or des;gnee to negotlate and enter mto an; .

: Agreement W|th Palm Desert Development Gompany, and

o DEVELOPER BACKGROUND

. Pam Desert Development Company (Palm Desert) s a- for‘—pf-eﬁt-
.. residential real estate developer and builder with:30" years; ‘of expenenoe
The company pnmanly develops ‘affordable - multl-famny reS|denoes in:
. Southern California ‘and Arizona, and has’ also. built: numerous smgle—' )

P 'famlly units. It 'has ‘successfully completed and currently operates twelve .
L taxe credit multl—tamlly communities :throughout Riverside: :County alone. * |
' These communities répresent’ approxmately 1,000 - quallty affordable_-.' 1
. ‘homes for both:families and senior citizens. -Each-of these communities-is. ..

- managed by a full time on-site . professmnal property - manager. - Palm -
Desérf’s in- house development staff includes=a dedicated *Government -
. Rélations Officer to’ fac:|lltate cooperative’ relatlonshlps ‘with government -~ 7|
- agencies, neighborhood* groups and* residents, .andan Asset l\/lanager to.
oversee property | management malntenanoe and commumty service. -

o programs. -
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LBHDC Board of Dlreotors

y PROJECT DESCRIPTION =

The proposed development (Ramona Park Senlor Apartments) oonsrsts of a 61—un1t
. senior (55+) apartment complex that. includes community gardens and courtyards, a
" pool, classroom/computer lab, communlty room, exercise.and yoga rooms, a program

coordinator office and laundry £ ﬁacrlltles on eaoh of the two resrdentlal storles The table_

- below shows the proposed units mlx

- . i Manager
R : Total

61

The proposed development s;te is Iocated at 3290 East Artesia Boulevard;-on the south
‘side of Artesia between Obispo and Indiana Avenues, within the ‘North Long Besgch
Redevelopment ProjectArea. (See attached map). Itis adlacent to Ramona-Park and is
" near single and- muiltifamily residences as-well as a senior assisted: llvmg facrltty The
1.7-acre site is currently used as a branch of Farmers and Merchants. Bank, . with whom

Palm Desert has entered m’ﬂo 8 Purohase and Sale Agreement for the pnce of .

.' $4,970,000,

""The site is ourrently zoned Co,;. ‘ unl‘:y Commercral Automotwe (CCA) WthI‘l does not
‘gllow residential uses. Paim Desert is workmg with  the City of Long Beach
~ Development. Services Department to resolve:this-issue through a zone change. Itis
. anticipated that the project: WIIIr receive entitlements (including approval .of a zone
change) at the Plarnlnq Commtssron meeting scheduled for January 7 2010

t
3

-~ |n gddition to working. W|th Development Services staff for several months Palm Desert

==~ hgs spent.over a year gaining the support of the commumty by presenttng the prolect at
approxrmately 10 nelghborhood meetlngs
{

REQUEST FOR FINANCIAL ASSISTANCE

The total project developmen’( c:ost is estlmated at $21,864, 000 The developer has

identified potentlal funding sources in the amount of $12,348,000,.leaving a gap of

approximately $9.5 miilion. F’aljm Desert’s budget showed a financial gap. of $9,599,000
- and has -submitted a-requestifor LBHDC financial assistance in that amount. Staff
requested Keyser Marston AS‘ISDCIEITGS (KMA) 1o review the. developer's proforma. In
KMA's - analysis;: the warranted assistance from.the LBHDC is..$9,425,000. (see the
attached. analysis. for more detall) The $174,000 dn’ference is:-due.to an $83,000
dlsparlty between Palm Desért's and KMA's direct cost estlmates .and a..$91,000
disparity resulting from a 2% dn‘ference in the vacancy allowance used to calculate net
opera’tmg income for the project F’alm Desert was willing to reduce their estimated

Foge

e
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LBHDC Board of Directors
January 20, 2010
‘Page 3 of 3

direct costs by $83,000 fo be in line with KMA’s cost estimate. However they argued to-
keep the higher vacancy allowance and provided letters of support from two different
lenders/investors, bringing the gap to $9,516,000 or $158 600 per affordable unit.

The developer mtends to apply for tax credit fundmg in.March 2010. The tax credit o

process is extremely competitive and it is necessary for the developer to show a
commrtted source of funding to score wel! on the application.

Staff recommends approval of a loan of $9 516,000, contrngent upon the award of tax
credits as well as approval of the necessary zoning change and project entitiements. No
LBHDGC funds will be disbursed until these awards/approvals are received. The loan will -
be structured as a reS|dua[ recerpts note at 0% interest rate and will mature in 53 years. .

If the developer obtains. fundlng as planned, it is expected that the project will break . .
ground in November 2010 and LBHDC funds will be released according to the following
‘schedule: : ‘ .

April 2011 (25% Complete)

: Construction $2,375,000
“July 2011 (50% Complete) - | Construction | $2,375,000
November 2011 (75% Complete) | Construction | $2,375,000
February 2012 (Certificate of Occupancy) | Construction | $2,391,000
Total | : i | | $9,516,000

The PrOjects Committee approved Stage | of the Design- Revrew Process for this project
on November 10, 2009. Further, the recommended actions were presented and
reviewed by the Executlve Review Committee at its November 10, 2009 meetrng The
ERC recommends full Board approval of these recommendations.

Attachme nis:

~« Map indicating proposed development site
e  KMA Analysis.

ET:PU:MS

RALBHDC\Staff Reports\2041(hJanuary\Ramona Park Senior Apartmenis Financial Assistance 01.20.2010.doc



Apartments

1or

S

ite fo-_r Pkoposed Ramona Park Sen

K

o]
=
(1]

I

Disc

43

33

11/G2/09, 10

Page1 of2

18

Iharwrwe longbeach.gov/isd/gi

http




TABLE 1

ESTIMATED DEVELOPMENT COSTS
' RAMONA PARK SENIOR APARTMENTS

LONG BEAGH, CALIFORNIA - R Rt

I Land Assemblage Costs'

74,488

Sf Land

Land Acquisition Costs . $67 /SflLand $4.970,000- - -
.. _Demalition Costs * 7 11,650 Sf Building §34 /SfBuilding 400,000
Total Land Assemblage Costs 74,488 SfLand §72 /8fland - §5,370,000
I Direct Costs®
Off-site lmprovements ) L . ‘ -
Qrrsite lmprove ents't st arey oy . 74,488 Sf Land .§20 /8f Land 482,
Fodium Parkmg Costs - _ - 67 Spaces . $31,692 /Space 2,123,000
Residential Shell Costs * 66,076 _SfGBA - §82 /SfGBA- 1 51422,0007
Furnishings, Fistures & Equipment ~e 81 - Units $1,639 fUnit
ContractorFeesIGeneral Requnremems .. 14% Construction Costs: .
General Liability Insurance . 2% Construction Costs 218,000,
" Contirigency Allowance " 5% Other.Direct Gosts ‘ ,535 000
Total Direct Gosts - 66,076 SGBA ° - $170 /STGBA’ $11,229,000
i, Indirect Gos S T
Architecture;” 7% Direct Costs "§759,000 T
Permits & Fees * ~ 81 Units $16,205° Mnit 989,000
Taxes, Legal 1,5% Direct Costs L T 168 ooc
“Insyrance” 81 Units 30 funit - o -
Markelmg&Leasmg 61 Units $1,639 Mnit sy, 100,008, .
Developer Fee ’ e L ‘ T 2,000,000
Confingency Aliowance 5% Other indirects  ~~ - 200,000
' Total Indireg}f'66§2§ ’ $4,208,000
V. Financing Ggsts" o ; ' ' _ o
-+ == Inierest During Censtruction® .. 7,851,000- - Loan Araount - - 525% Interest’ $605 000"
- Financing Fees ' TR : . L
" "Construction Loan $7.,851,000 Loan Amaunt 2.00 ' Puoints 157 006"
. Permanentioan - +§945,000  Loan Amount 2.00 Points 19,0004
—"‘Reservesm"‘- R - ) - . B
Operating gl Units $1,590 fUnit 97,000
TGAC Fees ‘ 88,000
. Tofal F ".a,_f.fc..i:,“.g Gosts | s $9g6,000-
W, tl'otaiDevelopment Costs 66,076 STGBA $330 (5f GBA $21,773,000_l

=y

Based on Developer estlmate

n

includes costs for 27 at-grade parking spaces.

[

m

-

Prepared by: Keyser Marsion Assciates, Inc.

Filename: Ramona Park Semor Apts 9%_7 21 09 _KH Final; Pro Forma tro

Building size based on information prowded in CBRE Appralsal prepared on December 5, 2008,
Estimales assume prevailing wage reguirements willNOT he imposed on the Project.

Resigential gross building area based on information provided in the Building Area charl on the site plan and assumes a §1-unit Project.

Based an Developer's per unit estimate. The estimate should be verified by City staff.

This ameunt is tne maximum allowed by TGAG in the eligible basis calculation. :

inciudes debl on the 75% of the Tax Credit Equity which will noi be funded during construchcln Assuymes a 16- 'ntmlh consiruction pe.md with a
B0% average outstanding balance and-a 8-month absorption period with a 100% average oulstanding balance.

Ingiudes a $2,000 application fee; $410/unit monitoring fee; and 4% of the gross Tax Credit proceeds for one year.



TABLE 2

STABILIZED NET CPERATING INCOME

RAMONA PARK SENIOR APARTMENTS 7

LONG BEAGH, GALIFORNIA

Gross .Residentia'l income '

Managet's Unit -+ - L B

Unit $0  /UnitfMonth 50 -
VL Inc RedeviTax Credit @ 30% Median : o . . )
1-Bedroom Units @ (653-Sf) S : ‘5 Units : . $386 /UnitMoanth ‘23,160 -
2-Bedroom Units @ (900-Sfy o 2 Units .~ - $462 /UnitMonth 11,080 .
VL Inc Redev(Tax Credit @ 35% Median : . ,
“1-Bedroom Unifs @ (853-81) . ‘5 Units ‘ T $481  /UnitMonth 27,680
2-Bedroom Units @ (800-Sfy o 1 Units . . $851 UnitMonth- 6,610
VL In¢ Redev/Tax Gredit @ 60% Median - : o . : o
1-Bedroom Units @ (653-51) <, - 22 Units Lo $562 fUnlt/Maonth - 148,370
2-Bedroom Units @ (300-Sf) o 5 Unlis S $626 /Unit/Month - *37,560
Low log RedevfTax Credit @ 60% Median - S S
1-Bedroom Units @ (653-50° 16 Units L. T $687  /UnitMonth " 131,900
2-Bedroom Units @ (900-89 ) 4 Unils - $766 /Unit'Menth 38,770
Grass Residential Income. o . el Unils : $423,120
Latndry/Miscellaneous Income 81 Units o - $15 {Unit'Month 10,800°
Gross Incom-‘é_f ) . ) ) - . $433,020.
. (Less} Vacaney & Collection Allowance ‘ 5% Gross income (21,700)
Effective Gioss Income $412,220
Operating Expenges _ R
General Operafing Expenses ~ . : o 81 Uniis o 54,629 /Unit $282,390
Property Taxes? 61 Units . S $50 JUni 3,050
Services ' , . 81 Units ' - §344  fUnit 21,000
Replacsment Reserve ~ .81 unis . §260 - /Unit - 15,250
Total Operating Expenses . 61 Unts 5274 MUt “§321,690
. [Net Operating income $90,530 |

1

Based on Los Angetes Gounty 2008 Incomes distributed by HUDMCD. As pertinent, the rents are based on rents published in 2008 by TCAC and
California Health and Safety Code Section 50053. Utilily Allowances per LBHA 2009 for energy efficlent units: $58 for 1-Bdrm units and $73 for 2-

Bdrm units. :

Based an the assumption that the Developer will receive the property tax abatement accorded to non-profit housing organizations that develop

income-rastricted apariments.

Prepared by: Keyser Marston-Assaciates, Inc:

Filename: Ramona Park Senior Apts. 9%_7 21 09_KH Final, Pro Forma;teo: -



TABLE 3

" EINANCIAL GAP
"RAMONA PARK SENIOR APARTMENTS -
LONG BEACH, CALIFORNIA

I " Avallable Funding Sources
Permanent Loan

‘Net Cperating Income ' 590,530 NOI (See Table 2} ' . )

Income Available for Morgage 1.20 DCR ‘ $75,442 Debt Service

Interest Rate ‘ ) . 7.00% Inierést Rate . 7.98% Mortgage Gonstant

Permanent Loan S o : - - $945,000

Tax Credit Equity * , _

Gross Tax Credit Value - $15,148,000 ) '

Syndication Rate o $0.71 /Tax Credit Dollar

Net Tax Credit Equity ’ . o " : : : $10,755,000

General Partner Equity” o ' S " $648,000.

Total Availabie Funding Sources ' , : . . ' " $12,348,000

{l, Financial Gap Calculation - _ ] ‘ . . o .
- Total Development Costs e _ ) ‘ : L $21,773,000
(Less) Total Avallable Funding Sources ' . ) ‘ ' ‘ _ {12,348,000)

1L, -IFinancial Gap - ) : 61 Units ) $154,600 /Unit. - : - : $9,425,000

1 Assumes a $12.9 miilion eligible basis, which includes a 0% voluntary basis reductmn a 130% difficult- to—de\lelop premium, a 9.0% Tax Credit rate

and an applicable fraction of 100%.

2 Based on Develaper estimate.

Prepared by: Keyser Marston Assoctates inc.
“ Filename: Ramona Park Senior Apts_8%_7 21 09_KH Final; Pro Forma trb
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KEYSER MARSTON ASSOCIATES. -

ADVISOIRS TN PUSLIC/PRIVATE REAL ESTATE BEVELOPMENT

MEMORANDUM

To: Patrick Ure, Housing Development Officer

- City of Long Beach
From: Kathleen Head

Tim Bretz

cc: Meggan Sorensen
Date: April 28, 2011
Subject: Ramona Park Senicr Apartments - Financial Gap Analysis

At your request, Keyser Marston Associates, inc. (KMA) prepared a financial analy sis for
the Ramona Park Senior Apartments proposal submitted by Palm Desert Development
Company (Developer) on April 18, 2011. The Project is proposed to be developed on
the 1.71-acre property located at 3290 East Artesia Boulevard (Site).’

The Developer is proposing to a construct a 61-unit senior apartmesnt complex, targeted
o very-low and low income senior households (Project). The Developer is requesting
financial assistance totaling $12.5 million from the Long Beach Housing Development
Company (LBHDC). The purpeose of the KMA analysis is to estimate the financial gap
associated with the proposed Project,

EXECUTIVE SUMMARY
Project Description

The Developer proposes to construct a 61-unit apartment complex targeted towards
senior households. The Project includes six very-low income units, 54 low income units
and one unrestricted manager’s unit.

Funding Sources

The Develaper identified the following outside funding sources for the Project:

" The Los Angeles County Assessor’s Office (Assessor) sets the Site size at 74,488 square feet.

500 SOUTH GRAND AVENUE. SUITE 1480. % LOS ANGELES, CALIFORNIA 90071 » PRONE 213'622:8095 » FAX: 213622 5204

WWWKEYSERMARSTONCOM

1104026.LBH: KHH:TRB
15620.001.072



To: Patrick Ure, City of Long Beach April 29, 2011
Subject: Ramona Park Senior Apartments - Financial Gap Analysis Page 2

1. Tax-exempt Multifamily Bonds that are com petitively allocated by the California
Debt Limit Allocation Committee (CDLAC);

2. The Low Income Housing Tax Credits {Tax Credits) that are automatically
awarded to projects that receive a Bond allocation from CDLAC;

3. A deferred Developer Fee; and
4, Interest and income generated prior to stabilization.
Financial Gap

The financial gap is equal to the differ ence between the estimated Project costs and the
outside funding sources available to the Project. It is anticipated that any LB HDC
assistance to the Project will be provided with Property Tax Increment Housing Set-
Aside (Set-Aside) funds.

The KMA analysis results in a financial gap of $12.1 million, as compared to the
Developer's request for $12.5 million in financial assistance. This equates to an
approximately $400,000 differential. This represents an approximately 3% differential.

It is important o note, that the Developer has agreed to purchase the Site for $4.97
million, while an appraisal prepared by Lidgard and Associates, Inc. {(Lidgard) on March
9, 2011 estimates the current fair market value of the Site at $3.0 million. To mitigate a
portion of the $1.97 million premium associated with the Site’s sales price, the property
owner has agreed to treat $1.0 million of the sales price as a loan that will be repaid from
the cash flow generated by the Project over time. In accordance with the City of Long
Beach (City) staff direction, KMA has used the $4.97 million purchase price in this
financial gap analysis.

BACKGROUND

The Site is owned by Farmers and Merchants Bank {(Owner} and is currently improved
with an 11,650 square foot bank branch (ImprO\}ements). The remaining portion of the
Site is improved with a 75 space surface parking lot. The Owner will vacate the
Improvements upon transfer of the Site to the Developer, and the Ow ner will be

" responsible for any associated relocation costs.

PROJECT DESCRIPTION
The proposed scope of development can be described as follows:

1. The Project includes 61 units, which equates to a density of 36 units per acre.

1104026.LBH.KEH:TRB
16620.001.072



To: Patrick Ure, City of Long Beach April 28, 2011
Subject: Ramona Park Senior Apartments - Financial Gap Analysis Page 3

2. The Site is zoned CCN — Community R-4-N, which allows for the proposed
Project.

3. The gross building area (GBA) for the Project is 66,076 square feet. The
Project’s gross leasable area totals 43,044 square feet, which consists of the

following:
Number of Unit Size
Units (S
One-Bedroom Units 48 653
Two-Bedroom Units 13 200
Totals/Averages 61 706
4, The Project will include the following affordability mix per California
Redevelopment Law (CRL):
Very-Low Income Units 6
B Low Income Units 54
Unresiricted Manager's 1
_ Total Units 61
B, The Project will be served by a one-level podium parking garage that will include

67 parking spaces, plus an additional 27 surface parking spaces. This equates
to a parking ratio of 1.5 parking spaces per unit.

FINANCIAL GAP ANALYSIS

KMA prepared a pro forma analysis to assist in evaluating the Devel oper’s proposal.
| The analysis is located at the end of this memorandum, and is organized as follows:

Table 1: Estimated Development Costs
Table 2:  Stabilized Net Operating Income
Table 3:  Financial Gap Calculation

, Estimated Development Costs (Table 1)

KMA reviewed the Developer’s development cost estimate, and then independe ntly
prepared a pro forma analysis for the Project. The resulting development costs are
estimated as follows:

1104026.LBH:KHH.TRB
15620.001.072



To: Patrick Ure, City of Long Beach April 29, 2011
Subject: Ramona Park Senior Apartments - Financial Gap Analysis Page 4

Property Assemblage Costs

KMA estimated the property asser'nblage costs at $5.42 million. This estimate includes
the following components:

1. The purchase price of the Site is set at $4.97 million.

2. The Developer estirnates the cost to demolish the Improvements at $400,000.
3. The Developer estimates the property holding costs at $52,000.

The close of escrow is contingent upon the following events:

1. Obtaining an inducement resolution from the Agency for a Tax-Exempt
Multifamily Bond fo finance the Project;

2. Obtaining a Bond allocation from CDLAC;

3. Receipt of the Tax Credits that are automatically awarded to projects that receive
a Bond allocation from CDLAC, and the successful closing of an equity
agreement with a Tax Credit investor;

4. If required, approval and/or recordation of a lot split, zone change and g eneral
plan amendment;

5. Obtaining final City approval of entitlements; and

6. The approvals from the Federal Reserve Bank of San Francisco and the
California Department of Financial Institutions that are required for all Bank
branching changes, which are not unique to this transaction.

Direct Costs

The direct cost estimates are based on the assumpti on that the Project will not be
subject to Davis Bacen or State of California prevailing wage requirements. The direct
costs applied in the analysis can be summarized as follows:

1. The Developer provided a $95,000 allowance for off-site imprdvements. The
City's Public Works Department staff should verify the accuracy of this
assumption. '

2, The on-site improvements are estimated at $20 per square foot of land area, or

$1.46 million. These costs include grading, utilities, landscaping, surface parking
spaces and a pool.
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3. The podium parking costs are estimated at approximately $19,000 per space, or '
$1.26 million.

4, The residential shell costs are estimated at $5.94 million, or $90 per square foot
of GBA.

5. A $140,000 allowance is provided for furnishings, fixtures and equipment.

6. KMA included a 14% allowance for contractors’ fees and general requirements,
which is the maximum allowed by the California Tax Credit Allocation Committee
(TCAQ). '

7. An allowance for general liability insurance and construction bonds at 2% of

construction costs is provided.
8. KMA provided a direct cost contingency allowance of 5% of other direct costs.
KMA estimates the direct costs at $10.81 million, or $164 per square foot of GBA.
Indirect Costs
KMA utilized the following assumptions for estimating the indirect costs:

1. The architecture, engineering and consulting { A&E) costs are estimated at 7% of
direct costs, '

2. The Developer estimated the public permits and fees costs at $14,900 per unit.
The City staff should verify the accuracy of this estimate.

3. The taxes, insurance, legal and accounting cos ts are estimated at 1.5% of direct
costs, or $162,000.

4, The Developer provided a $60,000 allow ance for marketing and leasing costs.

5. The Developer Fee is set at $1.99 million, which is the maximum amount allowed
by TCAC.

6. A soft cost contingency allowance equal to 5% of other indirect costs is provided.

KMA estimates the total indirect costs at $4.07 million.
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Financing Costs

The Project is proposed {o be financed with Tax-Exempt Multifamily Bonds allocated by
CDLAC. To comply with Internal Revenue Service (IRS) requirements, the Bond must
equal at least 50% of the Project’s property acquisition costs plus eligible Tax Credit
basis. To meet the 50% test for the Project, the Bond must equal at least $10.29 million.

The Project’s estimated net operating income can only support a $1.8 million Bond
(Series A Bond). Therefore a Series B Bond must be issued to cover the greater of the
funds required to meet the 50% test, or the construction costs for which construction
period financing is not available. In this case, the $8.49 million required to meet the 50%
test exceeds the $5.67 million in unfunded construction costs. Thus, the Series B Bond
is set at $8.49 million. '

The financing costs for the Project are estimated as follows:

1. The construction [oan interest costs are estimated at $703,000 based on the
following assumptions: '

a. The construction period interest cost estimate is based on a 5.25%
interest rate, a 16-month construction period, and a 60% average
outstanding balance. .

b. The absorption period interest costs are based on a 5.25% interest rate, a
6-month absorption period, and a 100% average outstanding balance.

2. The financing fees are set at 3.5 points, which totals $360,000.

3. The capitalized operating reserve is based on three months of operating
expenses and debt service payments. This equates to $117,000.

4, The Tax Credit fees are estimated at $34,000 based on the following
assumptions:

a. A $2,000 application fee;
b. A $410 per unit menitoring fee; and
C. One percent (1%) of the gross Tax Credit proceeds for one year.

KMA estimates the total financing costs at $1.21 miliion.
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Total Development Cosis

As shown in Table 1, KMA estimates the total development costs at $21.52 million, or
$352,800 per unit. In comparison, the Developer estimated the total development costs
at $21.79 million, or $357,200 per unit. The difference equals $270,000, which
represents an approximately 1% differential. A difference of this magnitude can be
considered insignificant.

Stabilized Net Operating Income (Table 2)

Income and Affordability Restrictions

“The Project's funding sources include Set-Aside funds and Tax Credits. Each funding

source imposes specific income and affordability restrictions. TCAC publishes rent
standards for projects receiving Tax Credits, and the California Redevelopment Law
(CRL) defines a calculation methodology to determine the affordable rents for projects
assisted with Set-Aside funds. In order for the Agency to be allowed to count the units in
the Project towards the fulfillment of the production requirements and expenditures
proportionality requirements imposed by CRL, the rents must comply with the CRL
affordable housing cost definition. '

Based on the funding sources proposed to be used, the Project’s income and
affordability standards must comport with the more stringent of the following standards:

1. Income Restrictions: The tenants’ household income cannot exceed the stricter
of:
a. CRL income restrictions, which are defined under Cal ifornia Health and

Safety Code Section (Section) 50105 for very-low income households
and Section 50079.5 for low income households; and

b. The Tax Credit income restrictions defined in the United States Code,
Title 26, Section 142 (d}{2)(B).

2. Affordability Restrictions: The rents applied to the units must reflect the more
stringent of:

a. CRL very-low and low income rents based on the calculation
methodology defined in S ection 50053; and

b. The Tax Credit rents published annually by TCAC.
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Net Operating Income

Based on 2010 income information distributed by the California Housing and Community
Development Department (HCD) and TCAC, the rents, net of the appropriate utility
allowance, are estimated as follows:?

Rent Restriction One-Bedroom Two-Bedrooms

Very-Low Income/50% Tax Credit Median’

CRL Rents $582 3647
TCAC Rents $728 $870
Applicable Rents - $582 $647
Low [ncome/60% Tax Credit Median

CRL Rents ' §708 $789
TCAC Rents 3884 $1,057
Applicable Rents $708 $789

KMA estimates the Project’s gross income at $522,800, which includes miscellaneous
income averaging $15 per unit per month. When a 5% vacancy and collection
allowance is applied, KMA estimates the effective gross income (EGI) at $496,600.

KMA estimates the operating expenses as follows:
1. The general operating expenses are estimated at $4,600 per unit per year.

2. KMA assumes that the Developer will apply for the property tax abatement that is
accorded to non-profit housing organizations that own inc ome-restricted
apartments. As such, the property tax liability is limited to assessment overrides;
these costs were estimated by the Developer at $1,500 per year.

3 The Developer estimated the cost to provide social services at $17,200 per year.

4, The Developer estimated the annual capital replacement reserve deposit at $350
per unit, which is above the minimum amount of $250 per unit required by TCAC.

As shown in Table 2, the operating expenses are estimated to total $320,300, or $5,250
per unit. When the Project's EGI is reduced by the operating expenses, KMA estimates
the stabilized NOI at approximately $176,400.

2 The monthly utility allowance is $48 for a one-bedroom unit and $62 for a two-bedroom unit.
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Financial Gap Calculation (Table 3)

The financial gap is estimated by deducting the avail able outside funding sources from
the Project’s total development costs. The outside funding sources anticipated to be
received by the Project are described in the following sections of this analysis.

Available Qutside Funding Sources

Tax-Exempt Bonds

Based on the following underwriting assumptions, KMA estimates that the Project can
support a $1.8 million Tax-Exempt Multifamily Bond:

1. A 120% debt service coverage ratio;
2. A 7.25% interest rate; and
3. A 30-year amortization period.

Tax Credit Proceeds

The Project’s eligible Tax Credit basis is equal o the lesser of the Project’s depreciable
costs, or the basis limits established by TCAC. In this case, KMA estimates the
depreciable costs at $15.6 million, and the threshold basis limit applied by TCAC equals
$16.6 million. Thus, the Tax Credit basis must be set at $15.6 million.

KMA estimated the net Tax Credit proceeds as follows:

1. KMA calculated the gross Tax Credit amount supported by the Project at $6.9
million, based on the following assumptions:

a. The Project is located in a “Difficult to Develop” census tract. This allows
the eligible Tax Credit basis ¢ be increased by 30%.

b. KMA set the annual Tax Credit rate at 3.4%, which is based on the
current CDLAC application. This rate is applied over the 10-year Tax
Credit period.
2. The net syndication value supported by the T ax Credit is ultimately determined

based on competitive market conditions and on the timing of disbursements.
Based on the Developer's assumption that 70% of the proceeds will be funded at
the completion of construction, KMA estimates the proceeds at $0.86 per gross
Tax Credit Dollar.
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Based on the preceding calculations, KM A estimates the net Tax Credit equity at $5.93
million. However, it is imporiant 1o understand that the volatility in the financial markets
makes it extremely difficult to accurately predict the underwriting standards that will
ultimately be applied to the Tax Credits. It is possible that the proceeds will vary from
the amounts estimated in this analysis. '

Deferred Developer Fee

The Developer Fee provided for in the development cost budget can be included in the
Project’s Tax Credit eligible basis. Therefore, Tax Credit proceeds are generated by the
Developer Fee. To maximize the Tax Credit dollars, while minimizing the Project’s
financial gap, the Developer is proposing to take the maximum Developer Fee allowed
by TCAC, but to defer 33% of the revenue. This $654,000 deferral must be repaid from
cash flow generated by the Project over time.

Interest and Pre-Siabilization income

The Developer included $56,000 in inter est and pre-stabilization income as a permanent
funding source.

Owner Loan

The Owner has agreed to accept a deferred payment loan for $1 million of the proposed
$4.97 million sales price for the Site. This loan will be repaid from the cash flow
generated by the Project over time.

Total Available Qutside Funding Sources

KMA estimates the total available outside funding sour ces at $9.44 million. However, if
market conditions change, it is possible that the proceeds from the ldentlﬂed fundlng
sources will vary from the amounts estimated in this analysis.

Financial Gap Calculation

Based on the assumptions outlined in this analy sis, KMA calculates the financial gap as
follows:

Total Development Costs $21,521,000
{(Less) Total Available Funding Sources 9,438,000
Financial Gap $12,083,000

Per Unit $198,100
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9% TAX CREDIT SCENARIO

KMA analyzed an additional scenario that assumes the Project applies for the
competitively awarded 9% Tax Credits rather than the Tax-Exempt Bond/4% Tax Credit
alternative. It should be noted that th e competition for 8% Tax Credits is extremely
intense, especially for senior citizen projects. In addition, the tie breaker calculations for
9% Tax Credits rewards projects that include disproportionately high local public
assistance amounts.

The purpose of this alternative analysis is to estimate the amount of LBHDC financial
assistance that would be necessary to create a competitive 9% Tax Credit application.
As part of this analysis, KMA utilized the affordability mix included in the Developer’s
2009 9% Tax Credit submittal, which includes:

1. Forty (40) very-low income units;
2. Twenty (20} low incoms units; and
3. One unrestricted manager's unit.

As part of the analysis, KMA reviewed the tie breaker scores from the second 2010 9%
Tax Credit round and determined that it is most likely that the Developer would need to
obtain a tie breaker score of at least 125% to receive an award of 9% Tax Credits.
Therefore, KMA solved for the amount of LBHDC assistance necessary to reach this
tiebreaker score.

Based on the identified criteria, KMA estimates that the LBHDC would need to provide
$12.37 million in financial assistance for the Project to be competitive for an award of 9%
Tax Credits. This financial assistance amount is approximately equatl to the estlmated
financial gap for the Tax-Exempt Bond/4% Tax Credit alternative.

CONCLUSIONS/RECOMMENDATIONS
The results of the KMA financial gap analysis can be summarized as follows:

1. The proposed purchase price for the Site is $1.97 million higher than the Site's
current appraised value. This premium price impacts the Project in the following
ways:

a. The Owner has agreed 1o defer 31 million of the price. The repayment of
this loan will reduce the cash flow avail able to repay the LBHDC loan to
the Project over time.
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b. The remaining $970,000 million of the premium purchase price for the
Site, plus the associated carrying costs, increases the Project's financial .
gap by approximately $1 million,

Based on the results of the preceding analysis, KMA estimates the Project's
financial gap at $12.1 million. Comparatively, the Developer is requesting $12.5
million in LBHDC assistance. The $400,000 difference represents an
approximately 3% differential.

To meet the 50% Test requirement imposed on Tax-Exempt Multifamily Bonds
allocated by CDLAC, KMA estimates that the Project requires $8.49 million in
Bond funds that cannot be supported by the Project’s net operating income.
These funds will be obtained in the form of a Series B Bond that must remain in
place during the Project’'s construction and rent-up period. The Developer is
requesting that the LBH DC purchase these Bonds using a porticn of the financial
assistance funds that will be allocated to the Project. This structure is commonly
applied in Tax-Exempt Bond transactions. '

It is the KMA assumption that the LBHDC assistance to the Project will be
structured as a residual receipts note. This loan should be secured by a
subordinated deed of trust against the pr operty and evidenced by a promissory
note and a subordinated regulatory agreement. KMA recommends that the loan.
be structured as follows:

a. The loan should have a 55-y ear term.
b. The Project's revenues should be distributed in the following priority
order;

i Approved operating expehses;

ii. Approved deposits into reserves accounts;

iil. Debt service on the Tax-Exempt Multifamily Bond financing;
v Repayment of deferred Developer Fees;

V. Payment of asset management fees and partnership management
fees for the first 15 years of operation that should be capped at
$30,000 in the first year, and then escalated at 3% per year
thereafter;
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i, Repayment of any general partner development loans and
contributions; and

vii. Payment of any Tax Credit equity adjusters to the limited partner.

c. The LBHDC should receive 50% of the cash flow remaining after the
approved distributions.

d. It is our understanding that the LBHD C has agreed not to impose any
interest payment requirement on the loan.

8. Any outstanding principal and interest balance of the residual receipts
loan should become due and payable at the end of the 55-year term. The
repayment period should be extended if the Developer agrees to extend
the income and affordability covenants.

5. The Owner is proposing to treat $1 million of the sales price for the Site as a
deferred payment loan. It is the KMA recommendation that the following funds -
should be made available for debt service payments:

a. The Developer can commit some or all of their 50% share of the Project’s
cash flow to the repayment of the obligation; and

b. After the LBHDC loan has been repaid, the beveloper can commit some
or all of the Project's cash flow to the repay ment of this obligation.

CASH FLOW ISSUES

KMA reviewed the Developer's 30-year cash flow for the Project and identified the
following items for consideration by the LBHDC:

1. The Developer’s cash flow projection does not include any reimbursement
payments on the $654,000 in deferred Developer Fees. This is an issue,
because the IRS requires that any deferred Developer Fee be repaid within 13
years. The Developer stated that the managing general partner will make a
capital contribution to the partnership prior to Year 13 to pay off any outstanding
balance on the deferred Developer Fee. The LBHDC should require the
Developer to provide a letter from the managing general partner verifying that
they are willing to make this payment. '
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2. The Developer included $54,500 in partnership fees in Year 1, and increased
these fees by 3% each year thereafter. KMA recommends that the partnership
fees that are paid prior to the residual receipts calculations be limited to $30,000
in Year 1, with 3% annual increases thereafter. No limitation should be placed
on partnership fees paid out of the Developer’s share of the Project’s residual
receipts.
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TABLE 1

ESTIMATED DEVELOPMENT COSTS

& VERY-LOW INCOME UNITS AND 54 LOW INCOME UNITS
RAMONA PARK SENICR APARTMENTS

LONG BEACH, CALIFORNIA

Property Assemblage Costs

Pro'pe:ty Acquisition Costs 1 74,488 Sfland $67 /SfLand $4,970,000
Demelition Costs 2 11,650 &f Building $34 /SfBuilding 400,000
Holding Costs ® 52,000
Total Property Assemblage Costs 74,488 SflLand $73 /Sfland $5,422,000

Direct Costs *

Off-site Improvements $95,000
On-site Improvements ® 74,488 Sfland $20 /SfLand 1,462,000
Podium Parking Costs 67 Spaces $18,804 /Space 1,260,000
Residential Shell Costs ® 66,076 SfGBA ) $90 /SFGBA 5,940,000
Furnishings, Fixtures & Equipment 140,000
Confractor Fees / General Requirements 14% Caonstruction Costs 1,226,000
General Liability Insurance / Const Bonds 2% GConstruction Costs 175,000
Contingency Allowance 5% Other Direct Costs 515,000
Total Direct Costs 66,076 SfGBA $164 /STGBA $10,813,000

Indirect Costs

Architecture, Engineering & Consulting 7% Direct Costs $757,000
Permits & Fees * 61 Unils $14,848 /Unit 912,000
Taxes, Ins, Legal & Accounting 1.8% Direct Costs 162,000
Marketing & Leasing 61 Units $984 /Unit €0,000
Developer Fee © 1,987,000
Contingency Allowance ’ 5% Other Indirects ) 194,000
Total Indirect Costs $4,072,000
IV. Financing Cosis
Interest During Construgtion °
Series A Band ‘ $4,795,000 Loan Amount 5.25% Interest $123,000
Series B Bond $8,484,000 Loan Amount 5.25% |Interest 580,000
Financing Fees
Series A Bond $1,795,000 Loan Amount 3.50 Points 63,000
Series B Bond $8,494,000 Loan Amount 3.50 Points 297,000
Operating Reserves 3 Months Op Exp and Debt Svec Pmts 117,000
TCAC Fees 34,000
Total Financing Costs $1,214,000
V. [Total Development Costs 61 Units $352,800 /Unit $21,521,000 |
! An appraisal prepared by Lidgard and Associates, Inc. on March 9, 2011 estimated the fair market value of the property at $3.0 million. However,
LBHDC staff has instructed KMA to utilize a purchase price of $4.97 million in the KMA analysis. Thus, the purchase price is $1.97 millicn higher
than the appraised value of the property.
2 Based on Developer estimate. Bullding size based on information provided in CBRE Appraisal prepared on Desember 5, 2008,
®  Based on Developer estimate. ’
4 Estimates assume prevailing wage requirements will NOT be imposed on the Project.
. % Includes costs for 27 at-grade parking spaces.
5  Residential gross building area based on information provided in the Building Area chart on the site plan and assumes a 61-unit Project.
" Based on Developer's per unit cost estimate. The estimate should be verified by City staff.
®  This amount is the maximum allowed by TCAC.
9

10

Includes debt on the 71% of the Tax Credit Equity which will not be funded during construction. Assumes a 16-month construction period with a
60% average outstanding balance and a 6-month absdrption period with a 100% average outstanding balance.
Includes a $2,000 application fee; $410/unit monitoring fee; and 1% of the gross Tax Creadit proceeds for one year.

Prepared by: Keyser Marston Associates, Inc.
Filename: Ramona Park_4%_9% TC_4 29 11_%5 MM Land; Pro Forma; trb



TABLE 2

STARILIZED NET OPERATING INCOME

6 VERY-LOW INCOME UNITS AND 54 LOW INCOME UNITS

RAMONA PARK SENIOR APARTMENTS
LONG BEACH, CALIFORNIA

1.

Gross Residential Income

Managet's Unit 1 Unit $0  /Unit/Month $0

VL Inc Redev/Tax Credit @ 50% Median

1-Bedroom Units @ (653-Sf) 4 Units $582 {Unit/Manth 27,940

2-Bedroom Units @ (900-Sh) 2 Units $647 [Unit/Month 15,530

Low Inc Redev/Tax Credit @ 60% Median

1-Bedroom Units @ (653-5f) 44 Units $708 /Unit/Month 373,820

2-Bedroom Units @ (900-ST) 10 Units $789 /Unit/Month 94,680

Gross Residential Income 61 Units $511,970
Laundry/Miscellaneous Income 61 Units $15 /UnitMonth 10,800

Gross Income $522,770

(Less) Vacancy & Coilection Allowance 5% Gross Income (26,140)

Effective Gross Income - $496,630
Operating Expenses

General Operating Expenses 61 Units $4,583 /Unit $280,200

Property Taxes > 61 Units $25 /Unit 1,530

Services 61 Units $282 /Unit 17,200

Replacement Reserve 61 Units $350 /Unit 21,350

Total Operating Expenses 61 Units $5,250 /Unit $320,280
|Net Operating Income $176,350 |

]

Based on Los Angeles County 2010 Incomes distributed by HUD/HCD. As pertinent, the rents are based on rents published in 2010 by TCAC and
California Health and Safety Code Section 50053. Utility Allowances per LBHA 2010 for energy efficient units: $48 for 1-Bdrm units and $62 for 2-

Bdrm units.

Based on the assumption that the Developer will recsive the property tax abatement accorded to non-profit housing organizations that develop

income-restricted apartments.
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TABLE 3

FINANCIAL GAP CALCULATION
6 VERY-LOW INCOME UNITS AND 54 LOW INCOME UNITS
RAMONA PARK SENIOR APARTMENTS
LONG BEACH, CALIFORNIA

M.

Available Funding Sources

Tax-Exempt Financing

Net Operating Income

Income Available for Mortgage
Interest Rate

Permanent Loan

Tax Credit Equity 1

Gross Tax Credit Value

Syndication Rate

Net Tax Credit Equity

Deferred Developer Fee?

Interest and Pre-Stabilization Income 2
Farmers and Merchants Bank Loan *
Total Avallable Funding Sources
Financial Gap Calculation

Total Development Costs
{Less) Total Available Funding Sources

$176,350 NOI {See Table 2)
1,20 DCR
7.25% Interest Rate

$6,858,000
$0.86 /Tax Credit Dollar

$146,858 Debt Service
8.19% Mortgage Constant

$1,795,000

$5,933,000
$654,000
$56,000

$1,000,000

$9,438,000

$21,521,000
(9,438,000)

FFinanciai Gap

61 Uniis

$198,100 /Unit _ $12,083,000 |

Assumes a $15.6 million eligible basis, which includes a 130% difficult-to-develop premium, a 3.4% Tax Credit rate and an applicable fraction of

100%.
Based on Developer estimate.

Farmers and Merchants Bank has agreed to provide a $1.0 million loan to the Project to be paid out of the Project’s residual receipts.
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