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h 4 HOUSINGgCOMMISSION

DATE ISSUED: September 30, 2009 REPORT NO.:HCR09-101

ATTENTION: Chair and Members of the Housing Commission
For the Agenda of October 16, 2009

SUBJECT: Modification of Loan to City Heights Community Development Corporation
(CHCDC)
(Council Districts 3 and 7)

REQUESTED ACTION:

Housing Commission approval of modifications to previously approved loans to the CHCDC and
the associated rent restrictions.

STAFF RECOMMENDATION:
Housing Commission approval of the following measures:

(1) Approve decreasing the previously approved (aggregated) amortizing loan to CHCDC, to a
total loan of $2,389,467 (which would be split into individual loans on each of five properties
as detailed in Attachments | and 2, and as further described in item (2) of this
recommendation), of which $1,789,467 would be amortized and $600,000 would be residual.

(2) Approve uses of $600,000 requested by CHCDC for additional energy efficiency as follows:

Additional energy efficiency hard costs $442,257
Addition to relocation budget 100,823
Addition to Hard/Soft cost contingency* 56.920
Total Approved Additional Uses of Funds $600,000

*Unused Hard/Soft contingency up to $30,000 may be added to developer fee.

(3) Approve modifying pre-existing SDHC loans (subordinate to rehab loans) at Canyon
Vista, Euclid Court, San Diego Apartments, and Teralta, from 100% of residual receipts to
50% of residual receipts.

(4) Approve, as a condition of the foregoing approvals, the requirement that 35% AMI rent
restrictions be phased out over a ten year period after completion of rehabilitation, at the rate
of at least 10% of the 60 total project units (i.c. six units) per year, so that all 60 rehabilitated
units will eventually be rent restricted at 50% AMI and 60% AMI.
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BACKGROUND:

On June 1, 2009, the City Council approved the Community Development Block Grant —
Recovery (CDBG-R) Program, which included a grant allocation of $684,000 for two of the five
CHCDC rehab projects as follow: San Diego Apartments ($266,000) and the Euclid Court
Apartments ($418,000), and as shown in Attachment 1 (CHCDC Sources and Uses of Funds).
CDBG-R Program funds have not yet been funded by the City of San Diego, however, and
CDBG-R funded costs at San Diego Apartments and at Euclid Court cannot be incurred against
these CDBG-R allocations until a contract for the funds has been executed by the City.

On June 19, 2009, the Housing Commission approved a total Joan amount of up to $2,473,467
for the rehabilitation of 60 units of low-income apartments located at five separate CHCDC
properties in City Heights, with the expectation that when the $684,000 of CDBG-R funds were
received for San Diego Apartments and Euclid Court, the total amount of the Housing
Commission loan was to be reduced by $684,000 to $1,789,467.

On July 14, 2009 the Housing Authority approved the rehabilitation loan. In a motion by
Councilperson Gloria, the Housing Commission was authorized to make an amortizing loan of
up to $2,473,467, however, once CDBG-R funds were received for the rehabilitation of two of
the five properties, the total amortizing loan amount could be reduced to $1,789,467, and the
resulting savings of $684,000 of Housing Commission funds could then be utilized for additional
energy efficiency and sustainability improvements at all five properties and funded by the
Housing Commission as 3% residual receipts loans,

DISCUSSION

Pursuant to the Housing Commission and Housing Authority board approvals, the Housing
Commission and CHCDC entered into five (5) sets of loan documents dated July 29, 2009. If
the recommendations included in this report are approved, the various loan amounts will be
reallocated as set forth in Attachment 1 (CHCDC Sources and Uses of Funds) and in Attachment
2 (CHCDC Comprehensive Scopes of Work).

The previously approved rehabilitation loan was based on a scope of work that included
landscaping, site drainage, walkway repairs, kitchen and bathroom remodeling, roofing and
insulation, energy efficient door and window replacements, ceiling fans, floor coverings, interior
and exterior painting, appliances, water-efficient plumbing fixtures, retrofitting of five percent of
the units for accessibility, and lead abatement at two properties (Canyon Vista and Euclid Court)
built in the 1940°s.

At both the Housing Commission and Housing Authority meetings, there was discussion and
encouragement for additional energy efficiency and sustainability scope of work, if funding were
available. CHCDC is now asking to increase the original rehabilitation budget by $600,000 to
add energy efficiency and sustainability hard costs and for additional soft costs.
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The additional rehab scope of work focuses on “green” upgrades in carpeting, roofing, lighting,
and insulation. Many units will require additional relocation during the rehabilitation period for
energy efficiency, fumigation, lead abatement, kitchen or bath remodels, and carpet installation.
Additional relocation funds are included in the $600,000 budget request.

Attachment 2 summarizes, by property and by line item, the Rehab Scope of Work already
approved for funding and the revised Rehab Scope of Work being requested by CHCDC.,

SDHC staff has reviewed CHCDC’s Scope of Work revisions and concomitant budget revisions
for hard costs and soft costs for each of the five properties in making this recommendation.

The recommended decrease in the SDHC loan amount to $2,389,467, combined with the
$684,000 CDBG-R grant from the City, will provide total sources of funds of $3,073,467 to
balance CHCDC’s total uses of funds of $3,073,467 for the RE-5 project.

AFFORDABLE HOUSING IMPACT:

The Housing Commission has already recorded 55-year rent restrictions against these properties.
Rents are currently affordable and will remain affordable to tenants with annual incomes of 35
percent or less of Area Median Income (currently $28,900 for a four-person household) for 16
units, for tenants with annual incomes of 50 percent or less of AMI (currently $41,300 for a four-
person household) for 14 units, and for tenants with annual incomes of 60 percent or less of AMI
(currently $49,560 for a four-person household) for 30 units.

There is one rent-restricted, on-site property manager’s unit at the 16-unit San Diego
Apartments.

FINANCING:

The recently approved $2,473,467 SDHC funding ($41,225 per unit) for rehabilitation is already
documented by a second position 55 year, 3% amortized loans recorded against each of the five
properties. The loan amounts are based on previously approved hard costs and a percentage of
the aggregated soft cost costs and pro rated reserves based on the number of units at each site.
These five loan agreements must to be modified to reflect the revised scopes of work. The
revised loan amount reduces SDHC’s rehab funding to $39,824 per unit over the 60 project units.

For the purpose of repayment, each Housing Commission rehab loan would be subordinate to
current first lien position financing of each property. The developer-provided proformas indicate
the properties will be able to sustain the anticipated debt service of the first position loan and
proposed amortized second position rehab loans as modified, with remaining cash flow available
to pay residual receipts being minimal (initially about $14,000 annually).
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SDHC made loans to CHCDC on four of the five rehab properties during the 1990s, as follow:
1992 San Diego Apartments$220,000 3% interest 55 year amortizing  100% res rec

1993  Euclid Court $273,939 3% interest 55 year amortizing  100% res rec
1995 Teralta $236,557 3% interest 55 year amortizing  100% res rec
1997 Canyon Vista $135,627 3% interest 55 year amortizing  100% res rec

These earlier SDHC loans at four of five CHCDC rehab properties are subordinate to the SDHC
rehab loans. CHCDC is requesting that these four SDHC loan agreements be modified from
100% residual receipts after payment of the first-priority (bank) and second-priority (SDHC
rehab) loans to 50% residual receipts after higher priority debt service, so that CHCDC will have
an opportunity to receive some portion of future cash flows for its own operations. These loan
modifications are recommended by staff as part of this Housing Commission approval.

Staff recommends placing a “phasing out” requirement on CHCDC to gradually eliminate 35%
AMI units from this 60 unit project inventory. Rents below 50% AMI have proven to be a
constraint against a property being able to cover operating costs, reserves, and debt service over
the long term. The gradual elimination of 35% AMI rent restrictions will still give the borrower
the option, but not the obligation, to use lower rents, but only if operating costs, reserves, and
debt service can be covered. Rent restrictions at 50% AMI comply with all of the requirements
of our major funding sources.

AFFORDABLE HOUSING IMPACT:

The Housing Commission has already recorded 55-year rent restrictions against these properties.
Rents are currently affordable and will remain affordable to tenants with annual incomes of 35
percent or less of Area Median Income (currently $28,900 for a four-person household) for 16
units, for tenants with annual incomes of 50 percent or less of AMI (currently $41,300 for a four-
person household) for 14 units, and for tenants with annual incomes of 60 percent or less of AMI
(currently $49,560 for a four-person household) for 30 units.

PREVIOUS ACTIONS:

On June 1, 2009, the City Council approved the Community Development Block Grant —
Recovery (CDBG-R) Program Substantial Amendment which included the approval of the
financing of rehabilitation hard construction costs for the San Diego Apartments ($266,000) and
the Buclid Court Apartments ($418,000).

On June 19, 2009, the Housing Commission approved the existing total SDHC loan amount of
$2,473,467 with the following conditions: (&) the borrower must maintain a minimum capitalized
reserve account of $108,000; (b) annual deposits to the reserve accounts will be made at $350
per unit; and, (¢) the borrower must submit a quarterly operations report to the Housing
Commission.
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On July 14, the Housing Authority approved the SDHC loan amount of up to $2,473,467, as
approved by the Housing Commission, with an additional approval of a floor motion to approve
$1,789,467 of the amount as a 3%, 55 year amortizing loan, with the remaining loan amount
being residual receipts.

COMMUNITY PARTICIPATION AND PUBLIC OUTREACH EFFORTS:

'The initially proposed development received a positive vote of support by the City Heights
Planning Area Committee at its regular meeting on July 21, 2008. The group voted with 14 in
favor, one opposed, and two abstentions to support the acquisition/rehabilitation project.

KEY STAKEHOLDERS & PROJECTED IMPACTS:

The current owner is the City Heights Community Development Corporation (CHCDC), a
California nonprofit public benefit corporation. Stakeholders include CHCDC as the nonprofit
owner, manager and developer and the community of City Heights. The project is expected to
have a positive impact on the community because it will contribute to the quality of the
surrounding neighborhood and increase the life of this much-needed rental housing affordable to
low-income individuals and families by rehabilitating and preserving the affordability of 60
rental units for 55 years.

ENVIRONMENTAL REVIEW:

Each of the five rehabilitation projects encompassing the action discussed above is exempt from
the California Environmental Quality Act (CEQA) pursuant to State CEQA guidelines 15301
(existing facilities). The proposed activities are also determined to be Categorically Excluded
pursuant to 24 CFR 58.35(a)(3) under the National Environmental Policy Act.

Submitted by, Apprgﬁ}ed by,
N w
Eh
Mik; ..... i W_Mi i
D. Lawrence Clemens Lang: Carrol M. Vaughan
Senior Vice President Executive Vice President & Chief

Operating Officer
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Attachments: 1. CHCDC RE-5 Sources and Uses of Funds
2. CHCDC “Comprehensive Scopes of Work”

A copy is available for review at the Housing Commission offices located at 1122 Broadway,
Suite 300 and at the offices of the City Clerk located on the 2™ floor of 202 “C” Street.

Information: J. Lohla (619) 578-7595
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