ITEM 104

San Diego

HOUSING COMMISSION

DATE ISSUED: November 6, 2009 REPORT NO: HCR 09-111

ATTENTION: Chair and Members of the Housing Commission
For the Agenda of November 13, 2049

SUBJECT: Time Extension Request for Hotel Churchill
(Council District 2)

STAFF RECOMMENDATION:

Approve a short term time extension from November 30, 2009 to December 31, 2009 to allow staff to
evaluate the owner’s time extension request regarding the rehabilitation work for the Hotel Churchill and
to authorize the President and Chief BExecutive Officer to execute such documents as necessary,

SUMMARY;

On September 29, 2009, J&J Properties A, LLC (“Owner™), submitted a ten-month time extension
request to complete the rehabilitation work for the Hotel Churchill located at 827 C Street pursuant to
authority given under the Stipulated Judgment (Case No. GIC858800) between the San Diego Housing
Commission and J&J Properties A, LLC,

The deadline for completing the rehabilitation work 1s November 30, 2009. At this time, the Housing
Commission staff did not receive all of the information from the Owner in a timely manner. Therefore,
Housing Commission staff is requesting that the Housing Commission Board approve a short term time
extension to permit Housing Commission staff to adequately evaluate this request. This evaluation may
include, but is not limited to, review of loan documents from the lender, review of construction schedule,
scopes of work and budgets, verification that City permits have been obtained, evaluate the contractor’s
team to ensure they have the means and methods to complete the work, compliance with the Housing
Replacement Agreement, and further inspection of the building.

FISCAL CONSIDERATIONS:

If this time extension is not granted by the Housing Commission Boeard, the Owner will be in default of
the Housing Replacement Agreement, In Lieu Note and Deed of Trust. If the rehabilitation is not
complete on November 30, 2009, the Housing Commission will be entitled to accelerate the In-Lieu
Note in the amount of $4,250,000, and foreclose on the Deed of Trust, among other rights as set forth in
those documents, after giving a 30 day notice to cure.

Respectiully submitted,

Approved by,

D. Lawrence Clemens— Carrol M. Vaughan
Senior Vice President Executive Vice President &
Chief Operating Officer
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DATE ISSUED: November 6, 2009 REPORT NO: HCR 09-111

ATTENTION: Chair and Members of the Housing Commission
For the Agenda of November 13, 2009

SUBJECT: Time Extension Request for Hotel Churchill
(Council District 2)

REQUESTED ACTION:

The property owner, J&J Properties A, LLC, is requesting a ten month time extension regarding the
rehabilitation work for the Hotel Churchill located at 827 C Street pursuant to authority given under the
Stipulated Judgment (Case No. GIC858800) between the San Diego Housing Commission and J&J
Properties A, LLC (“Owner™).

STAFF RECOMMENDATION:

Approve a short-term time extension from November 30, 2009 to December 31, 2009 to allow staff to
evaluate the Owner’s time extension request regarding the rehabilitation work for the Hotel Churchill
and to authorize the President and Chief Executive Officer to execute such documents as necessary.

BACKGROUND:

The Hotel Churchill is a seven story 92-unit single room occupancy hotel located at 827 C Street, The
hotel is approximately 100 years old and is designated as a historic building (Historic Site Number 637).
Due to the age of the building, some of the rehabilitation work has included the replacement and
modernization of the elevator, replacement of the plumbing and sewer lines throughout the building,
upgrades to electrical wiring and panels. In addition, the Owner will need to completely replace the
exterior hotel room windows throughout the building in accordance with the review and approval of the
Historic Resources Board.

On January 11, 2008, the Owner and the San Diego Housing Commission entered into a Single Room
Occupancy Replacement Housing Agreement (the “Replacement Housing Agreement”™) (Attachment 1).
According to this Replacement Housing Agreement, the Owner agreed to complete the hotel
rehabilitation work by January 31, 2009. If the Owner does not complete the rehabilitation work in a
timely manner, and to the reasonable satisfaction of the Housing Commission, the Owner shall owe the
Housing Commission an in-lieu fee in the amount of $4,250,000. As security, the Owner recorded an
In-Lieu Note in favor of the San Diego Housing Commission in the amount of $4,250,000 and has
restricted 57-units as affordable units for thirty years in accordance with the Replacement Housing
Agreement. The In-Lieu Note shall be completely satisfied upon timely completion of the 57 affordable
units.

On June 19, 2008, the Owner requested a six month time extension to extend the rehabilitation
completion date from January 31, 2009 to July 31, 2009. The primary reason for this request was due to
the modernization and customization of two elevators within the building. After further discussion with
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the Owner’s representative, the Housing Commission staff concluded that the work involved with
replacing the elevator, including the remaining rehabilitation work, would exceed the six month request
and that a ten month extension would be more appropriate. On August 15, 2008, the Housing
Commission Board approved a ten month extension of time for the owner to complete the rehabilitation
work by November 30, 2009.

On September 29, 2009, Housing Commission staff received a second ten-month time extension request
from the Owner to complete the rehabilitation work by September 30, 2010. The Owner states that its
second time extension request is because the Owner has had difficulty securing construction financing to
complete the rchabilitation improvements.  According to the Owner, they have spent approximately
$800,000 of their own money to replace the elevator, plumbing and sewer lines, electrical systems and
other items over the past year (Attachment 2). Neither the amount nor the use of this sum has been
independently verified by the Commission.

DISCUSSION:

On October 1, 2009, Housing Commission staff inspected the condition of the building to determine the
status of the improvements. Based on our investigation of the building, there is a significant amount of
rehabilitation work that still needs to be completed. As a result, Housing Commission staff requested a
copy of the loan commitment letter, rehabilitation schedule; rehabilitation budget and copies of
rehabilitation drawings and plans (Attachment 3). These documents have been forwarded to the
Housing Commission staff over the past few weeks and additional information was requested from the
Owner on October 22, 2009 (Attachment 4). On October 29, 2009, the Owner provided additional
information and an updated rehabilitation schedule to Housing Commission staff (Attachments 5 and 6).

Because the Housing Commission staff did not receive all of the information from the Owner in a timely
manner, we are requesting that the Housing Commission Board approve a short term time extension to
permit Housing Commission statff to adequately evaluate this request. This evaluation may include, but
is not limited to, review of loan documents from the lender, review of construction schedule, scopes of
work and budgets, verification that City permits have been obtained, evaluate the contractor’s team to
ensure they have the means and methods to complete the work, compliance with the Housing
Replacement Agreement, and further inspection of the building.

FISCAL CONSIDERATIONS:

If this time extension is not granted by the Housing Commission Board, the Owner will be in default of
the Housing Replacement Agreement, In Lieu Note and Deed of Trust. If the rehabilitation is not
complete on November 30, 2009, the Housing Commission will be entitled to accelerate the In-Lieu
Note in the amount of $4,250,000, and foreclose on the Deed of Trust, among other rights as set forth in
those documents, after giving a 30 day notice to cure.

PREVIOUS COUNCIL and/or COMMITTEE ACTION:

On November 20, 2007, the City Council voted unanimously in Closed Session on Item CS-1 to approve
a settlement of San Diego Superior Court (Case No. GIC 858800). This action resulted in a Single
Room Occupancy Replacement Housing Agreement for this project and the permanent designation of 57
low-income single room occupancy units.
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On August 15, 2008, the Housing Commission voted unanimously (5-0) to approve a ten month time
extension request to complete the rehabilitation work by November 30, 2009, due to delays in replacing
the elevator equipment.

ENVIRONMENTAL REVIEW:
The proposed action is not considered a project pursuant to the California Environmental Quality Act
(CEQA); therefore, no CEQA environmental review is required. Also, because there are no funding

sources involved in this activity, processing environmental documents under the National Environmental
Policy Act is not required.

KEY STAKEHOLDERS & PROJECTED IMPACTS:

Stakeholders for this project include the property owner, Cardinal Group (owner’s representative), the
Housing Commission, the City of San Diego and extremely low-income residents who would benefit
from having these single room occupancy units available for rent.

Respectfully submitted, Approved by, :
Cord ﬁ\é\‘w (Q/QCZ’\—#M [/
/\ D. Lawrence Clemens Carrol M. Vaughan

L""Senior Vice President Executive Vice President &

i

{
Y.

Chief Operating Officer
Attachments: SRO Housing Replacement Agreement
September 29, 2009, Time Extension Request from Cardinal Group
October 16, 2009, Loan Commitment Letter from Advanced Business Group
October 22, 2009, SDHC Comment Letter to QOwner
October 29, 2009, Response Letter from Cardinal Group
Proposed Rehabilitation Schedule from Cardinal Group

AR A

Hard copies are available for review during business hours at the Housing Commission offices at 1122
Broadway, San Diego, CA 92101, Main Lobby and at the Office of the City Clerk, 202 C Street, San
Diego, CA 92101, You may review complete docket materials on the San Diego Housing Commission
website at www.sdhc.org.

Information: Mr. Roger Green (619) 578-7587
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And When Recorded Mail To:
Christensen Schwerdtfeger & Spath LLP
550 West C Street, Suite 1660 :
San Diego, CA 92101

FIRST AMENDMENT TO SINGLE ROOM OCCUPANCY REPLACEMENT HOUSING
AGREEMENT AND AGREEMENT IMPOSING COVENANTS, CONDITIONS AND
RESTRICTIONS ON REAL PROPERTY

TRHIS FIRST AMENDMENT TO SINGLE ROOM OCCUPANCY
REPLACEMENT HOUSING AGREEMENT AND AGREEMENT IMPOSING
COVENANTS, CONDITIONS AND RESTRICTIONS ON REAL PROPERTY
(“Amendment”) is made as of this 2% day of April, 2008, by San Diego Housing Comunission, a
public agency (“Commission™), whose address is 1122 Broadway, Suite 300, San Diego,
Caiifornia, 92101, and J & J Properties A, LLC, 2 California limited liability company (“J&J™),
whose address is 8110 Aero Drive, San Diego, California 92123;

RECITALS

The Commission and J&J are parties to that certain Single Room Occupancy
Replacement Housing Agreement and Agreement Imposing Covenants Conditions and
Restrictions on Real Property, dated January 11, 2008, and recorded in the Office of the
Recorder of the County of San Diego on February 25, 2008, as Document No. 2008-0095277
(the “Agreement™). The Commission and J&J desire to amend the Agreement as provided
hereto,

NOW, THEREFORE, in furtherance of the recitals stated above, the Commission and
&) hereby amend the Agreement, and agree, promise and declare as follows:

i Subsection (A) of the Agreement is amended and restated in its entirety to provide as
follows: “J&J owns and operates the real property located within the City of San Diege, more
particularly described on Exhibit “A” attached hereto (the “Property”). J&J and the Commission
are parties 0 that certain lawsuit concerning, iner alia, application of Chapter 14, Article 3,
Division 5 of the San Diego Municipal Code (the “SRQ Ordinance™) to the Property, entitled .J &
J Properties 4, LLC v. San Diego Housing Commission, et at., San Diego County Superior Court
case number GIC 858800 (the “Lawsuit™). The lawsujt was settled and pursuant to such
seitlement, a judgment was entered on January 16, 2008, a true and correct copy of which is
attached hereto as Exhibit “B”, and by this referénce incorporated.

1

ATTACHMENT 1
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2. Except to the extent modified by this Amendment, the Commission and J&J hercby
confirm each of the covenants, agreements and obligations as set forth in the Agreement.

3. This Amendment may be executed in counterparts, When the Amendment is fully
executed, the counterparts shall constitute one and the same agreement.

4. All individuals signing this Amendment for a party which is a corporation, limited
liability company, partnership or other legal entity, or signing under a power of attorney, or as a
trustee, guardian, conservator, or in any other legal capacity, covenant to that they have the
necessary capacity and authority to act for, sign and bind the respective entity or principai on
whose behalf they are signing,

3. In the event of any conflict between the Agreement and this Amendment, this
Amendment shall control.

IN WITNESS WHEREOQF, the parties heretc have caused this Amendment 1o be
executed as of the date first written above.

J&J: :
I & J Properties A, LLC, a California limited liability company

By:
Print Name:
Its:

COMMISSION:
San Diego Housing Commission

By: dﬁwr-»( ()G\/Q\——

Print Name: Carrol Vaughan (O
its: Interim President and Chief Executive Qfficer

APPROVED AS TO FORM AND LEGALITY:

Charles B. Christensen, Esq.

(e
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ACKNOWLEDGMENT
State of California )
County of San Diego )
On Mw‘{ O{ . 2008, before me, P@(’ﬂﬁttbg éd—l’iéaﬂf . notary public, personally
appeared, Cr:: V.v"f-'-"“-\ \f(&uc bl who proved to me on the basis of

satisfactory evidence to be the person('s? whose namels) isfaper subscribed to the within
instrument and acknowledged to me that hefshe/they executed the same in his/her/their
authorized capacity(jes), and that by bis/her/thefr signature(sy on the instrument the person{s), or
the entity on behalf of which the person(s¥ acted, executed the instrument.

I certify under penalty of perjury under the laws of the State of California that the
foregoing paragraph is true and correct, :

ST . ; ! £ Commission # 1696596
WITNESS my n/z;{nd and official seal. : Nalary Public - Callformia

Ban Diego County
My Camm Explrus Sepf 3& 2019 7

PATRECIA E GARIBAY ;

I
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2. Except to the extent modified by this Amendment, the Commission and J&J hereby
confirm each of the covenants, agreements and obligations as set forth in the Agreement.

3. This Amendment may be executed in counterparts. When the Amendment is fully
executed, the counterparts shall constitute one and the same agreement.

4. All individuals signing this Amendment for a party which is a corporation, limited
liability company, partaership or other legal entity, or signing under a power of attorney, or as a
trustee, guardian, conservator, or in any other legal capacity, covenant to that they have the
necessary capacity and authomy to act for, sign and bind the respective entity or principal on
whose behalf they are signing.

3. In the event of any conflict between the Aﬂzeement and this Amenament this
Amendment shall control.

IN WITNESS WHEREOF, the parties hereto have caused this Amendment to be
executed as of the date first written above.

J&J:
d & I Properties A, LLC, a California limited Hability company

\,./
Pumﬂéme M(’/c, /‘:/.ffr)’z y

Its; /?’7#‘ {44/6’ I

COMMISSION:
San Diego Housing Commission

By:
Print Name: Carrol Vaughan
lts: Interim President and Chief Executive Officer

APPROVED AS TO FORM AND LEGALITY:
Christensen Schwerdtfeger & Spath LLP
Assignor General Counsel

By:

Charles B. Christensen, Esq.
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ACKNOWLEDGMENT
State of California )
County of San Diego )
On D\/]l 23*’" , 2008, before me, )&\‘{({9\ C‘%Qf\'\b'(ﬁ"\*\? . notary public, personally
appeated, l;;?ﬁ , J\(1’\ whe proved 1o me on the basis of

satlsfactory evidence to be the petso@s) whose naxras) (isfare subscribed 1o the within
instrument and acknowledged to me “that he they cxecuted the same in his their

authorized capacst;y};es) and that by his 1e /the;z ssanatug_}s) on the instrument the perso@(s) or
the entity on behalf of which the pe:sn@f;) acted, executed-the instrument.

[ certify under penalty of perjury under the laws of the State of California that the
foregoing paragraph is true and correct.

WITNESS my haud and official seal.

Signature

O RRCELIA . ZANBRAND
Commission # 15974688
Kotary Public - Califomia
San Dlego County

A My Comm. Expires Jui28, 2009
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EXHIBIT “A”
Legal Description of the Property

LOTS L AND K IN BLOCK 32 OF HORTON'S ADDITION, IN THE CITY OF SAN DIEGOG,
COUNTY OF SAN DIEGO, STATE OF CALIFORNIA, ACCORDING TO MAP THEREOF
MADE BY L.L. LOCKLING, JUNE 21, 1871 IN BOOK 13, PAGE 522 OF DEEDS, FILED IN
THE OFFICE OF THE COUNTY RECORDER OF SAN DIEGC COUNTY OF SAN DIEGO.



9102

EXHIBIT B



SUPERIOR COURT OF THE STATE OF CALIFORNIA
COUNTY OF SAN DIEGO

J & JPROPERTIES A, LLC, 3 Case No.: GICR58800
) [Consolidated with Case No. GIC858807]
Plaintiff, )
)
Vs, ) JUDGMENT
)
SAN DIEGO HOUSING COMMISSION, a )
state agency authorized by the City of San )
Diego; SAN DIEGCO HOUSING )
AUTEORITY, an agency of the City of San )
Diego; CITY OF SAN DIEGO, a chartered )
municipal corporation, )
)
)
)

Judge: Ronald S. Prager
Dept.: 71

Defendants.

The above noted civil actions came regularly for trial call on October 19,2007 at 8:45
a.m. before the Hon. Ronald S. Prager in Department 71 of the San Diego Superior Court, Hall
of Justice. Prior to assignment of this civil action for trial, Piainﬂff J&J PROPERTIES A, LLC
anc Defendants SAN DEEGO HOUSING COMMISSION, HOUSING AUTHORITY OF THE
CITY OF SAN DIEGO, and CITY OF SAN DIEGO collectively agreed to the essential terms of
a resolution; however, all such terms were expressly conditioned upon approval by the governing
bodies of Defendants, and each of theni. The governing bodies of Defendants, and each of them,
now having approved the terms for resolution, and counsel for Plaintiff along with counse! for
Defendants, and each of them, having executed a stipulation for the entry of judgment, the
above-entitled Court now enters judgmen: thereon.

]
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IT IS ADJUDGED, ORDERED AND DECREED:

1. Plainuiff shall pay the aggregate sum of Forty Nine Thousand Eight Hundred
Sixty Four & 32/100 Dollars ($49.864.32) as relocation benefits due those tenants who were
displaced for reasons other than cause for eviction from the Hote] Churchill (“Churchill™),
located at 827 C Street, San Diego, California 92101, during the time period from September 13,
2005 until December 13, 2005. Defendants have identified for Plaintiff those tenants gualified to
receive the relocation benefits, and stated the amount due each such tenant under San Diege
Municipal Code §§113.0103 and 143.0501 et seq. (collectively “SRC Regulations™). Plaintiff
shall use reasonable and good faith efforts to locate each identified tenant and pay the stated
amounts prior to January 31, 2008. The cost of al] such efforts shall be borne entirely by
Plaintiff and must include the use of mass media reasonably caleulated to apprize the ide.ntiﬁed
tenants of the availability of the relocation benefits due under this judgment, Plaintiff shall
account to Defendants for all monies paid, as well as the methods used to locate the identified
tenants. If Plaintiff is unable 1o locate all such tenants, as determined by the SAN DIEGO
HOUSING COMMISSION in its reasonable discretion, then any remaining funds shall be paid
10 the SAN DIEGO HOUSING COMMISSION, which shall hold the remaining monies for one
{1) year after tender by Plaintiff for payment to gualified tenants, afier which such monies shall
be used by the SAN DIEGO HOUSING COMMISSION for the preservation, rehabilitation,
and/or development of SRO hotels in the downtown San Diego area.

2. Plaintiff shall promptly undertake and dili gently prosecute all actions required by
the SRO Regulations and San Diego Municipal Code 1o process all permits and other official
authorizations required for the rehabilitation of the Churchill. A rehabilitation plan for the
Churchill shall be tendered to SAN DIEGO HOUSING COMMISSION with a copy to its
general counsel and the City Attomey of the CITY OF SAN DIEGO on or before January 37,
2008. Upon approval of the rehebilitation plan for the Churchill along with any other official
autherizations reasonably requirad by the CITY OF SAN DIEGO, Plaintiff shall promptly
commence and diligently prosecute the rehabilitation of the Churchill in a manner reasonably

calcuiated to complete the rehabilitation of the Churchill on or before January 31, 2009. In the.

P
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event that Plaimiff is unable for good cause to complete the rehabilitation prior to January 31,
2009, Plaintiff and Defendants shall negotate in good faith to decide upon an extension of time
for the completion of the rehabilitation, which extension shall be fhe shortest practicable
extension reasonably calculated to complete the rehabilitation of the Churchill. If Plaintiffs and
Defendants cannot agree on the extension, Plaintiffs and/or Defendants may apply to this Court
fora jud.icial determination of the shortest practicable extension reasconably calculated 1o
complete the rehabilitation of the Churchill,

3. Concurrently with the entry of this judgment, Plaintiff shall execute a Housing |
Replacement Agreement ("HRA™) with the SAN DIEGO HOUSING COMMISSION, which
shall, inter alia, require Plaintiff to pay the SAN DIEGO HOUSING COMMISSION the sum of
Four Million Two Hundred Fifty Thousand Dollars ($4,250,000.’00} as an “in lieu” replacement
housing fee in the event that Plaintiff fails to timely complete the rehabilitation of the Churchill,
This “in liev” replacement housing fee shall be secured by a promissory note and deed of trust,
as set out below.

4. Plaintiff shall reserve fifty seven {57) of the rehabilitated rooms in the Churchii]
for exclusive use as SRO hote] rooms, as defined by the SRO Regulations, and shall also ensure
that each of these rooms is rented to income qualified individuals, as defined by the SRO
Regulations and memorialized in the HRA. This reservation of the SRO hotel rooms in the
Churchill and renting of such rooms to income qualified persons shall persist for at Jeast the
minimum ti.me periods dictated by the SRO Regulations and the HRA.

5. The timely completion of the rehabilitation along with the obligation to make the
“in lieu” payment, which will be required if the rehabilitation is not timely completed, shall be
secured by & promissory note and deed of trust {collectively “Security Instruments™) executed by
Plaintiff in favor of the SAN DIEGO HOUSING COMMIS SION in the amount of Four Million
Two Hundred Fifty Thousand Dollars ($4,250,000.00). The Security Instruments shal] be
subordinate only to those recorded deeds of trust existing on the date the SAN DIEGO
HOUSING COMMISSION recorded & lis pendens in these consolidated civil actions, and those

encumbrances securing obligations incurred by Plaintiff exclusively for the rehabilitation of the

~
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Churchill. Plaintiff shall seek the consent of the SAN DIEGO HOUSING COMMISSION in
advance of incurring any indebtedness for which it will request the SAN DIEGO HOUSING
COMMISSION 1o subordinate the Security Instruments. Prior to the SAN DIEGO HOUSING
COMMISSION subordinating the Security Instruments to any encumbrances incurred by
Plaintiff for the rehabilitation of the Churchill, Plaintiff shall account to the SAN DIEGO
HOUSING COMMISSION for both purpose and monetary amount of the proposed
encumbrance. The SAN DIEGO HOUSING COMMISSION shall not unreasonably withhold its
consent to subordinating the Security Instruments for those encumbrances necessary to
rehabilitate the Churchill.

6. The Security Instruments shall secure the performance of Plaintiff’s rehabilitation
of the Churchill. Upon timely rehabilitation of the Churchill, the SAN DIEGO HOUSING
COMMISSION shal] release the Secur rity Instruments by reconveyance of the deed of trust and
cancellation of the promissory note; however, failure of Plaintiff to timely complete the
rehabilitation of the Hotel Churchill shall entitle the SAN DIEGO HOUSING COMMISSION 1o
foreclose upon the Security Instruments. Time is of the essence in the completion of the
rehabilitation of the Churchill.

7. Upon the execution of the HRA and the recording of the Security Instruments the
SAN DIEGO HOUSING COMMISSION shall release the existing lis pendens.

g. inthe event of a dispute over the interpretation of this Judgment, the Security
Instruments, and/or HRA, the Hon. Ronald S, Prager or his designee Superior Court judge shall
retain jurisdiction to decide such dispute. Priar to making recourse to the above-entitled Court
for the resolution of such a dispute, Plaintiff and Defendant[s] shall meet and confer in good
faith in an attempt 10 resolve the dispute[s] without the necessity of judicial intervention.

7/
i
i
i
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9. If Plaintiff or its successors-in-interest intend 10 or actually convert, demolish,
and/or again rehabilitate the Churchill, Plaintiff or its SUCCESSOrs-In-interest, as the case may be,

shall remain subject to the SRO Regulations, as well as al] laws, regulations, and contractual

commitments pextaznma to the conversion, demolition, and/or rehab;lzwuon of the Churchill.

Dated:

JAN 1

t{.[ sJO

RONALD &, MrslacH

Hon. Ronald 8, Prager

JUDGE OF THE SUPERIOR COURT
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SINGLE ROOM OCCUPANCY REPLACEMENT HOUSING AGREEMENT
AND AGREEMENT IMPOSING COVENANTS, CONDITIONS AND RESTRICTIONS
ON REAL PROPERTY

THIS SINGLE ROOM OCCUPANCY REPLACEMENT HOUSING AGREEMENT
AND AGREEMENT IMPOSING COVENANTS, CONDITIONS AND RESTRICTIONS ON
REAL PROPERTY (“Agreement™) is entered into as of this/_{ému day of January, 2008, by and
between J & J Properties A, LLC, a California limited liability company (“J&J™), the San Diego
Housing Commission ("Comraission™).

RECITALS

A. J&J owns and operates the real property located within the City of San Diego,
more particularly described on Exhibit “A” attached hereto (the “Property™). J&J and the
Commission are parties to that certain lawsuit concerning, inter alia, application of Chapter 14,
Article 3, Division 5 of the San Diego Municipal Code (the “SRO Ordinance™) to the Property,
entitled J & J Properties A, LLC v. San Diego Housing Commission, ef al., San Diego County
Superior Court case number GIC 858800 (the “Lawsuit™).

B. As part of scttlemnent of the Lawsuit, J&J agreed to rehabilitate and restrict fifty-
seven (57) dwelling units (the “Affordable Units™) located at the Property as “SRO Hotel
Rooms™ as that term is defined in §113.0103 of the San Diego Municipal Code. The Affordable
Units shall be rent and occupancy to single-person households earning at or below fifty percent
(50%) of Area Median Income for a term of thirty (30) years. Nothing contained herein is a
novation, amendment or release of any of the rights or obligations of Commission or J&J under
the stipulated judgment or any other document or agreement by and between Commission and
J&l.

NOW, THEREFORE, in consideration of the foregoing and other good and valuable
consideration, the parties hereby agree as follows:

1. Definidons. The following terms shal] have the following meanings:

}
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“Affordable Units” means fifty-seven (57) dwelling units, which shall at all times during
the term of this Agreement meet the definition of “SRO Hotel Rooms,” as that term is defined in
§113.0103 of the San Diego Municipal Code, and which are rent and occupancy restricted as
provided in this Agreement for a period of thirty (30) vears from the date of issuance of
certificates of occupancy for all fifty-seven (57) Affordable Units. As used herein the term
“Affordable Units” shall refer to those residential dwelling units on the Property which are
owned or held available strictly in accordance with the terms and conditions set forth in this
Agreement.

“Agreement” means this Single Room Occupancy Replacement Housing Agreement and
Agreement Imposing Covenants, Conditions And Restrictions on Real Property by and between
the Commission and J&J.

“Area Median Income” means the area median income, as adjusted for family size, for
the San Diego Standard Metropolitan Statistical Arez as promulgated by the U.S. Department of
Housing and Urban Development ("HUD™). In the event HUD ceases to publish an established
Area Median Income as aforesaid, the Commission may use any other reasonably comparable
method of computing Area Median Income and/or Maximum Gross Rent.

“Commission” means the San Diego Housing Commission, a public agency.

“Deed of Trust” means the deed of trust described in Section 3(b) of this Agreement
which secures the In Lieu Note.

“Eligible Tenants” means single person households whose aggregate gross annual
income does not exceed 50% of Area Median Income for one person families, that also meet ail
of the requirements set forth in this Agreement, including without Himitation Section 5 of this
Agreement.

“In Lieu Note” means that certain “Promissory Note Secured by Deed of Trust” of even
date herewith, executed concurrently herewith by J&J in favor of Commission, in the original
principal amount of Four Million Two Hunédred F ifty Thousand and No/100 Dollars
($4,250,000.00), in a form reasonably approved by the Commission.

“J&I" means J & J Properties A, LLC, a California limited liability company.

“Lawsuit” means J & J Properties A, LLC v, San Diego Housing Commission, et al., San
Diego County Superior Court case number GIC 858800,

“Maximum Gross Rent” means on 2 monthly basis an amount that is less than or equal to
thirty percent (30%) of the monthly income of a single person household earning at or below
fifty percent (50%) of Area Median Income. Maximum Gross Rent shall include all rent and
tenant paid utilities, fees and charges, including without limitation al} payments made by the
Eligible Tenants and all subsidies received by J&1, as further defined in Section 4(b), below.

2

ETCLIENTS BCLIENTS 28DHC\HOTEL CHURCHILL (203-301 \REPLACEMENT AGREEMENT\SRO REPLACEMENT AGREEMENT FINAL DOC



8031

“Property”™ means that certain real property jocated within the City of San Diego, more
particularly described on Exhibit “A” attached hereto,

“Rehabilitation Plan” means the plan describing all of the work to be performed at the
Property and on the Affordable Units in order to rehabilitate the same, submitted by J&J and
approved by the Commission and its general counsel.

¥SRO Ordinance” means Chapter 14, Article 3, Division 5 of the San Diego Municipal
Code,

Other terms referenced in this Agreement in “quotations™ have the meanings ascribed to
them in this Agreement.

2. Rehabilitation,

{a) Rehabilitation Plan. On or before January 31, 2008 (or such other date as J&J
and the Commission agree upon, or the court having jurisdiction over the Lawsuit, upon noticed
motion and for good cause shown, may set), J&J shall submit a “Proposed Rehabilitation Plan”
for the Property to the Commission and jts general counsel for approval, which approval shall
not be unreasonably withheld, conditioned or deiayed. In the event the Commission rejects the
Proposed Rehabilitation Plan for the Property, J&1 shall promptly revise the Proposed
Rehabilitation Plan so that it is reasonably satisfactory to the Commission and its general
counsel. The Proposed Rehabilitation Plan that is approved by the Commission and its general
counsel shall be referred to herein as the “Rehabilitation Plan.” Time is of the essence regarding
the performance of the covenants of both J&J and the Commission; failure to comply with these
covenants by either J&J or the Commission shall constitute a materia] default under this
Agreement,

() Commencement and Completion of Rehabilitation: Building Permits. Within five
(5) business days of the Commission and its general counsel’s approval of the Rehabilitation
Plan, J&1J shall commence rehabilitation of the fifty-seven (57) Affordable Units in accordance
with the Rehabilitation Plan, J&J shall at its sole cost and sxpense obtain all required building
permits, land development permits, public and private improvement permits and al} other permits
for the rehabilitation of the Property and the Affordable Units, J&J shall diligently rehabilitate
the Property as provided in the Rehabilitation Plan. 3&J shall cornpiete all rehabilitation (as
evidenced by certificates of occupancy for all of the Affordable Units} in strict accordance with
the provisions of the Rehabilitation Plan on or before January 31, 2009 (or such other date as
J&I and the Commission agree upon, or the court having jurisdiction over the Lawsuit, upon
noticed motion and for good cause shown, may set). Time is of the essence regarding the
performance of the covenants of both J&J and the Commission; failure to comply with these
covenants by either J&J or the Conumission shall constitute a material default under this
Agreement.  J&J shall provide the Commission with a copy of the recorded Notice of
Completion for all units within the Property within five (5} days of J&I's receipt of the same.

{c) Inspection by Commission. Commission shall be entitled to review, inspect and
approve, without lability, all of the rehabilitation of the Property. All rehabilitation shall be
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performed to the reasonable satisfaction of Commission, without Jiability to Commission for
review and observation of the rehabilitation. Commission shall provide written notice to J&J of
any deficiencies in rehabilitation and the same shall be corrected by the contractor and/or J&J.

() Housing Quality Standards, J&J represents and warrants that the Property shall
be maintained, at all times during the term of this Agreement, as an SRO Hotel and in a safe,
decent and sanitary condition in complete compliance with all code requirements and with the
housing quality standards contained within 24 CFR §92.251. J&J hereby consents to reasonable
periodic inspections by Commission’s designated inspectors and/or other designees during
reguiar business hours, including the Code Enforcement Agents of the City of San Diego, to
assure compliance with said zoning, building codes, regulations, and housing quality standards.
J&lI agrees to comply with the provisions of 24 CFR §92.251, whether or not contained in this
Section.

3. Security for Rehabilitation of the Affordable Units.

{a) In Lieu Note,

(1 Principal. Section 143.0550{d)%4) of the SRO Ordinance provides that
“[iln Heu of providing SRG hotel rooms, an applicant may contribute to the Single Room
Occupancy Hotel Replacement Fund.” As part of the settlement of the Lawsuit, the parties
agreed that “if J&J does not timely complete the rehabilitation, to the reasonable satisfaction of
the Commission, within the applicable time as allowed by Section 3, above {Section 2(b) of this
Agreement), 1&J shall owe to the Commission an in leu fee in the amount of $4,250,000.00
(the “In Lieu Fee™). As security for J&J’s obligation to rehabilitate, restrict and operate the fifty-
seven (57) Affordable Units in accordance with this Agreement and as security for payment of
the In Lieu Fee, J&J shall concurrently herewith execute the In Lieu Note in favor of
Commission, in the principal amount of Four Million Two Hundred F ifty Thousand and No/100
Dollars (84,250,000.00), in a form reasonably approved by the Commission (the “In Lieu
Note”). The In Lieu Note shall be fully recourse to J&J and is hereby incorporated in this
Agreement.

(2)  No Interest or Pavment Except in Event of Default: Deemed Satisfaction.
The In Lieu Note shall not bear interest, except in the event of a default. No payments shall be
due under the In Lieu Note, except in the event of a default. In the event of the failure to
complete rehabilitation of the fifty-seven (57) Affordable Units in accordance with the
provisions of the Rehabilitation Plan on or before January 31, 2009 {or such other date as J&]
and the Comumission agree upon, or the court having jurisdiction over the Lawsuit, upon noticed
motior: and for good cause shown, may set), the In Lieu Note shall bear interest at the rate of ten
percent (10%) per annum from the date of default and all of the principal and accrued interest on
the In Lieu Note shall be immediately due and payable by J&J to the Commission. The In Lieu
Note shall be deemed satisfied in its entirety upon timely completion of rehabilitation of the
fifty-seven (57) Affordable Units in accordance with the provisions of the Rehabilitation Plan on
or before January 31, 2009 (or such other date as J&J and the Commission agree upon, or the
court having jurisdiction over the Lawsuit, upon noticed motion and for good cause shown, may
set}). In such event the Deed of Trust shall be released and fully-reconveyed.
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(3) Survival of Restrictions. Notwithstanding  Section 3(a)(2), above,
Sections 1, 2(d), 4-13, inclusive of this Agreement shall survive the deemed satisfaction of the In
Lieu Note and the release and reconveyance of the Deed of Trust, and the same shall not affect
J&F's obligation to restrict the fifty-seven (57) Affordable Units for thirty (30) years as set forth
in this Agreement.

(by  Deed of Trust.

() Execution and Recordation. Upon the execution of this Agreement, J&J
shall execute, acknowledge and deliver to the Commission a deed of trust (the “Deed of Trust™),
in a form reasonably approved by the Commission, securing the In Lieu Note and all
requirements of this Agreement to timely complete rehabilitation of the fifty-seven (57)
Affordable Units in accordance with the provisions of the Rehabilitation Plan on or before
January 31, 2009 (or such other date as J&J and the Commission agree upon, or the court having
Jurisdiction over the Lawsuit, upon noticed motion and for good cause shown, may set) and all of
requirements and obligation of this Agreement that are to be performed concurrently with or
prior such date. Upon any default the beneficiary under the Deed of Trust (Le., the Commission)
may foreclose on the Deed of Trust in accordance with applicable law and without court consent
or action. The Deed of Trust shall be recorded in the Otfice of the County Recorder of the
County of San Diego. The Commission will not agree to subordinate the Deed of Trust to any
other deed of trust, Notwithstanding the foregoing the Deed of Trust may be subordinated 1o
future encumbrances, only if the same are necessary to finance rehabilitation of the Property and
do not exceed the estimated costs of rehabilitation of the Property, as determined by the
President and CEO of the Commission and the Commission agrees that this subordination
obligation shall be subject to specific enforcement by J&J. Any such subordination shall be
pursuant to a wrilten agreement approved by the President and CEO of the Commission and
general counsel in their reasonzabie discretions.

2) Foreclosure of Prior Lien. If at any time the Deed of Trust no longer
exists as an encumbrance on the Property because of the foreclosure of a deed of trust to which
the Deed of Trust has been subordinated, then the terms of this Agreement shall remain
enforceable covenants running with the Jand by injunction, specific performance and/or money
damages, but not by foreclosure or forfeiture of title. In the event of a foreclosure on the
Property which eliminates the security for the performance of the Agreement, the new owner of
the Property, upon five (5) days written notice from the Commission, shall: (i) execute,
acknowledge and deliver to the Commission an assignment and assumption of this Agreement in
a form approved by the Commission, in its reasonable diseretion, for recordation, {it) execute,
acknowledge and deliver to the Commission a deed of trust, in a form approved by the
Commission, in its reasonable discretion, to be recorded against the Property, in a lien priority
immediately junior to the assignment and assumption agreement and securing its performance;
and (iii) reimburse the Commission for all of jts atiorneys’ fees and costs in connection with the
foregoing, including all costs, attorneys’ fees, and expert witnesses fees incurred. by the
Commission in obtaining compliance by the new owner, including those incurred in litigation, if
any.
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4, Restriction of the Affordable Units.

{a) 27 Affordable Units, J&J agrees and covenants on behalf of itself and its
successors and assigns, and each successor in interest to the Property, that at all times during the
term of this Agreement (after timely completion of rehabilitation of the Affordabie Units) fifty-
seven (57} dwelling units on the Property shall be set aside and reserved as Affordable Units,
The Affordable Units shall be comparable in exterior appearance and overall quality of
construction to other units on the Property. J&I shali only rent the Affordable Units to Eligible
Tenants and shall not rent any Affordable Unit to any person, except for single person
households earning at or below fifty percent (50%) of Area Median Income for a term of thirty
(30) years. The monthly Maximum Gross Rent shal] be less than or equal to thirty percent
(30%) of the monthly income of a single person household earning at or below fifty percent
(50%) of Area Median Income,

(v) Maximum Gross Rent. Maximum Gross Rent shall include rent and all tenant
paid utlities, fees and charges. Maximum Gross Rent includes all payments made by the
Eligible Tenants and all subsidies received by J&J. In the case of persons receiving Section §
benefits, who are Eligible Households, J&J acknowledges that it shall not accept any subsidy or
payment that would cause the amounts received for any Affordable Unit to exceed the Maximum
Gross Rent.

{c) Maximum Rent To Be Collected by J&J. In no event shall any Eligible Tenant be
required 1o pay, with respect to such Eligible Tenant’s occupancy of an Affordable Unit, any
amounts that exceed the Maximum Gross Rent, Acceptance by J&J or its successors in interest,
of any amounts in excess of the Maximum Gross Rent shall constitute a material breach of this
Agreement. Should J&J receive any amounts in excess of the Maximum Gross Rent, J&J agrees
to immediately notify Commission and reimburse the tenant for any such overpayment.

5. Additional Restrictions on Eligible Tenants.

(a)  No Relationship With J&J. The term “Eligible Tenants™ shall not include J&J or
any individuals who are members, principals, employees, executives, directors, partners or
shareholders of J&I or in any entity having an ownership in J&J or in the Property or are related
(by blood or marriage) to any of the foregoing persons. '

(b)  No Full-Time Students. The term “Eligible Tenants” shall not include any person
who is a full-time student, The term “fuil-time student” shall be defined as any person who will
be or has been a full-time student during five calendar months of the calendar year in question at
an educational institution {other than a correspondence school) with regular faculty and students.

{cj  No Student Dependents. Notwithstanding the provisions of subparagraph 5(b),
the term “Eligible Tenants” shall not inciude any student dependent as defined in the U.S,
Internal Revenue Code,

(d)  No Owners of Real Property. The term “Eligible Tenants” shall not include any
person who owns real property.
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(e} Liguid Asset Limitation. The term “Eligible Tenants” shall not include any
person or household holding, directly or indirectly, liquid assets whose aggregate value exceeds,
at the time of determination of eligibility, the then-current restriction on such person’s annual
Area Median Income, As used herein, the term “liquid assets” refers to cash and assets which
are readily convertible 1o cash within a reasonabie period, including but not iimited to savings
and checking accounts, certificates of deposit of any term, marketable securities, money market
and similar accounts, mutual fund shares, and insurance policy cash values. The term “liquid
assets” shall not include retirement funds which are not readily accessible or which cannot be
accessed by the buyer without the buyer incurring a penalty.

(f) Eligible Tenants - Incressed Income. If any tenant that was previously
determined to be an Eligible Tenant is determined to be ineligible as a result of increased income
or assets, J&J shall have one hundred eighty (1 80) days from the date of notification to take all
reasonabie steps 10 pursue eviction of the ineligible household. During the time the over-income
fenant resides in the Affordable Unit, the tenant shal] continue to pay an amount that does not
exceed the Maximum Gross Rent. The tenant shall continue to be considered an “Eligible
Tenant” unti! evicted.

6. Determination of Eligibility. Commission and its successors and assigns, shall have the
right, but not the obligation, to monitor and enforce the covenants contained in this Agreement.
J&J covenants and agrees that it shell comply with any monitoring programs set up by the
Commission and generally applied to simnilarly situated developers and projects to enforce the
terms of this Agreement. In complying with any such monitoring program, J&J or its agent shall
prepare and submit to the Commission an occupancy report, financial information and income
verification documents for each tenant of an Affordable Unit, and all supporting documentation,
on forms provided by the Commission, on a quarterly basis, setting forth the required
information for the preceding period. On a quarterly basis J&J or its agent shall additionally
submit to the Commission evidence of each Eligible Tenant’s continuing eligibility for the
Affordable Units. Moreover, J&J covenants and agrees that it shall pay all reasonable cosis
associated with said monitoring and enforcement efforts, which shall include the Commission’s
standard initial system set-up end implementation and occupancy and rent-up transaction fees
not to exceed $500, as reasonably determined by the Comrmission, plus an annual monitoring fee
as set forth in schedules printed by the Commission from time to time and applicable to similar
SRO hotels. Failure to provide any documentation required hereunder or the monitoring fee, if
such failure is not cured within thirty (30) days after written notice of such failure to J&J from
the Commission, shall constitute a material default hereunder. Further, in addition to any other
remedies available o the Commission, J&7T shall pay the Commission a fes equal to Ten Dollars
($10.00) for each day that such documentation and such monitoring fee is not provided after
thirty (30) days” written notice to J&J specifying what documentation and/or monitoring fee is
being requested, multiplied by the number of A ffordable Units for which such documentation or
monitering fee is not being produced. J&J expressly agrees that the aforesaid late fee is a fair
and reasonable approximation of the additional costs and administrative expense which the
Commission will incur as a result of any failure by J&J to timely furnish the required
docurmentation.
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7. Recordation of this Agreement. This Agreement shall be recorded as an encurnbrance

against the entire Property in the Office of the County Recorder of the County of San Diego
senior to all other monetary encumbrances.

8. Indemnity. J&J agrees to indemnify, defend and hold harmless the City of San Diego,
the Commission, the Housing Authority of the City of San Diego, and any and all of their
respective  Commissioners, members, officers, agents, servants, or employees  (the
“Indemnitees”) from and against all claims, liens, claims of lien, losses, damages, costs, and
expenses, whether direct or indirect, arising in any way from this Agreement, the Deed of Trust,
the In Lieu Note, the rehabilitation, rental or operation of the Property and/or any of the
Affordable Units, or from the default by J&J in the performance of its oblipations under this
Agreement; provided, however, that J&J shall not be required to indemnify, defend or hold
harmless any of the Indemnitees from claims, losses, damages, costs and expenses attributable to
the sole negligence or willful misconduct of the Indemnitees or the breach of this Agreement by
the Commission.

9. Marketing Requirements: No Discrimination. J&J agrees that neither it nor its agents
shall discriminate against any tenant or prospective tenant of the Property on the basis of race,

color, religion, sex, national origin, age, physical handicap, or the fact that a prospective tenant
or tenant has a child or chiidren.

10. Covenants to Run With the Land. J&J agrees that all of its obligations hereunder shall
constitute covenants, which shali run with the land and shall be binding upon the Property and
upon every person having any interest therein at any time and from time to time during the term
of this Agreement. Further, J&J agrees that, if 2 court of competent jurisdiction determines that
the obligations set forth herein do not qualify as covenants running with the land, they shall be
enforced as equitable servitudes, This Agreement shall inure to the benefit of, and be binding
upon, the parties hereto, and their respective heirs, successors and assigns. J&J shail not sell,
transfer or otherwise dispose of the Property, any portion thereof, or any interest therein unlesgs
the proposed transferee shall have executed and delivered to the Commission an express written
assumption of all of J&J's obligations under this Agreement, on a form reasonably acceptable to
the Commission, Upon assignment and assumption by a successor entity, as approved by the
Commission, J&I shall be released from all prospective responsibility under the terms of this
Agreement. '

1. Title Insurance. On the recordation of the Deed of Trust, J&i shall obtain a California
Land Title Association lender’s policy with endorsements satisfactory to Commission in the
amount of Four Million Two Mundred Fifty Thousand and No/100 Dollars ($4,250,000.00),
insuring that this Agreement and the Deed of Trust are encumbrances against the Property
subordinate only to items 1-5, 7 and 8, on Schedule B of that certain Preliminary Report issued
by Chicago Title Company, dated as of January 3, 2008, Order No. 830010002-U16. The cost of
said California Land Title Association lender’s policy and endorsements shall be shared equally
by the Commission and J&J. : :
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12, Standing, Equitable Remedies; Cumulative Remedies. J&J expressly agrees and declares
that the Commission and/or the City of San Diego and/or their successors shall be the proper
parties and shall have standing to initiate and pursue any and all actions or proceedings, at law or
in equity, to enforce the provisions hereof and/or to recover damages for any default hereunder,
notwithstanding the fact that such damages or the detriment arising from such a default may have
actually been suffered by some other person or by the public at large. Further, J&J expressly
agrees that receivership, injunctive relief and specific performance are proper pre-trial and/or
post-trial remedies hereunder, and that, upen any default, and to assure compliance with this
Agreement. Nothing in this subparagraph, and no recovery to the Commission or the City of San
Diego, shall restrict or limit the rights or remedies of persons or entities other than the
Commission and the City of San Diego, against J&J in connection with the same or related acts
by J&J. Neither J&J, nor any tenant or occupant of the Property, shall have any claim or right of
action against the Commission or the City based on any alleged failure of the Commission or the
City to perform or enforce the terms of this Agreement, except that J&J may reasonably rely
upon Commission’s tenant eligibility determination

13. General Provisions.

(a) Integration; No Novation. The undersigned, and each of them, acknowledge and
represent that no promise or inducement not expressed in this Agreement, the In Lieu Note or
Deed of Trust has been made in connection with this Agreement the In Lieu Note and Deed of
Trust. This Agreement, along with the In Lieu Note and Deed of Trust, contain the entire
agreement and understanding between the parties. Notwithstanding the foregoing, nothing
contained in this Agreement and nothing contained in the In Lieu Note or Deed of Trust, shall be
a novation or amendment of any other agreements between the Commission and 3&J, including
without limitation the stipulated judgment.

(b) Waiver and Amendment No provision of this Agreement, or breach of any
provision, can be waived except in writing. Waiver of any provision or breach shall not be
deemed 1o be a waiver of any other provision, or of any subsequent breach of the same or other
provision, Except as otherwise provided herein, this Agreement may be amended, modified or
rescinded only in writing signed by J&J and the Commission, which amendment shall be duly
recorced as an amendment to this Agreement.

{c) Time of Essence. Time is expressly declared to be of the essence in this Agreement,
and of every provision in which time is an element, whether such performance is to be by J&J or
the Commission.

(d) Captions. Paragraph titles and captions contained in this Agreement are inserted as 2
matter of convenience and for reference, and are not a substantive part of this Agreement.

(¢) Additional Documents. The parties each agree to sign any additional documents,
which are reasonably necessary to carry out this Agreement or to accomplish its intent.
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(f) Benefit and Burden. This Agreement shall be binding upon and inure to the henefit
of the parties and their respective heirs, representatives, successors and assigns.

g) Qoverning Law. This Agreement has been entered into in the State of Californis,
and shall be interpreted and enforced under California law.

(h) Attorneys’ Fees. The prevailing party in any action, including, but not limited 1o,
arbitration, a petition for writ of mandate, and/or an action for declaratory relief, brought to
enforce, interpret or reform the provisions of this Agreement shall be entitied to reasonable
attorneys’ fees and costs (including, but not limited to, experts’ fees and costs, and including
“costs” regardless of whether recoverable as such under statute) incurred in such action.

(1} Counterparts. This Agreement (and any amendment hereto) may be signed in
duplicate counterparts.

() Regitals Incorporated. The Recitals to this Agreement are hereby incorporated in this
Agreement by this reference.

(k) Notices, All notices given pursuant to this Agreement or law shall be written.
Notices shall be delivered with all delivery or postal charges prepaid. Notices may be given
personally; by United States first-class mail; by United States certified or registered mail; or by
other recognized overnight service. Notices shall be deemed received on the date of personal
delivery; on the date shown on a signed return receipt or acknowledgment of delivery; or, if
delivery is refused or notice is sent by regular mail, seventy-two (72) hours after deposit. Until a
party gives notice of a change, notices shall be sent to: '

If to the Commission: San Diego Housing Commission
Atmn: President and CEQ
1122 Broadway, Suite 300
San Diego, CA 92101

Ifto J&IJ: J & I Properties A, LLC
Attn: Ralph Burni
8110 Aero Drive
San Diego, CA 92123

0 Mortgagees Protection. No violation or breach of the covenants, conditions,
restrictions, provisions or limitations contained in this Agreement shall defeat or render invalid
or in anpy way impair the lien or charge of any permitted deed of trust recorded on the Property
provided, however, that any subsequent owner of the Property shall be bound by the covenants,
conditions, resirictions, limitations and provisions of this Agreement, whether such owner’s title
was acquired by foreclosure, deed in licu of foreclosure, trustee’s sale or otherwise,
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(m)  Signature Authority, All individuals signing this Agreement for a party which is

a corporation, limited liability company, partnership or other legal entity, or

signing under a

power of attorney, or as a trustee, guardian, conservator, or in any other legal capacity, covenant
that they have the necessary capacity and authority fo act for, sign and bind the respective entity

or principal on whose behalf they are signing.

IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be executad

as of the date first written above,

J&J:

J & I Properties A, LLC, a California limited liability company

o Y .
By: O@ﬁ/i—‘:‘
Prin{¥afne: W T S
its:__p 75{)’!0&’6?’ /'n%? YT

COMMISSION;
san Diego Housing Commission

5y i (,17@4/—\

Print Name: ¢3 A-RRa T/ A G (£ Ak
Jts: C..-EQ C c%m»—\\)

APPROVED AS TO FORM AND LEGALITY:
Christensen Schwerdtfeger & Spath LLP
Assignor Ge | Lt

By: g ’/ﬂ “: 6"'

Charles B. Christensen, Esq.
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(m)  Signature Authority. All individuals signing this Agreement for a party which is
a corporation, limited Hability company, partnership or other legal entity, or signing under a
power of atterney, or as a trustee, guardian, conservator, or in any other legal capacity, covenant
that they have the necessary capacity and authority to act for, sign and bind the respective entity
or principal on whose behalf they are signing.

IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be executed
as of the date first written above.,

J&J:
1 & ] Properties A, LLC, a California limited lability company

2 : .
By: /)//{/’( /7&5—”‘“
PringXame: /152 " A rmi
Tts: ?aﬁd{%?’;;\%* e

COMMISSION:
San Diego Housing Commission

By:
Print Name:
Tts:

APPROVED AS TO FORM AND LEGALITY:
Christensen SchWeIdtfeGeI & Spath LLP

Charles B. Christensen, Esq.
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ACKNOWLEDGMENT
State of California )
)
County of San Diego )
= . .
%J B , 2008, before me, __, Jusan €. Mo [(n6 , notary public, personally
appeared, L LL‘Z. Hurn: who proved to me on the basis of

satisfactory evidence to be the person(s) whose name(s) is/are subscribed to the within
instrument and acknowledged to me that he/she/they executed the same in his/her/their
authorized capacity(ies), and that by his/her/their signature(s) on the instrument the person(s), or
the entity on behalf of which the person(s) acted, executed the instrument.

I certify under penaity of perjury under the laws of the State of California that the
foregoing paragraph is true and correct, et sans e
§ R SUSAN £ MOLINA

WITNESS my hand and official seal. 2 Ehi] | isonto w2

SAN DIEGD COUNTY
¥ My Comm, Expires Decomber 8, 2070

Signature jﬂ. (( /% Ma P — (Seal)
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ACKNOWLEDGMENT
State of California )
County of San Diego )
On ,Emm“ 1Y, 2008, before me, Au,o(;_ b @ .so%—*——a , notary public, personally
appeared, Covinl Vi who proved 10 me on the basis of

satisfactory evidence to be the petson(s) whose namefs is/are” subscribed to the within
instrument and acknowledged tv me that hefshe/they executed the same in_hietheritheis-

authorized capacity(jes), and that by kitTher/ihefT signature(s¥9n the instrument the person(e), or
the entity on behalf of which the person{e¥acted, executed the instrument,

[ certify under penalty of perjury under the laws of the State of California that the
foregoing paragraph is true and correst.

WITNESS my hand and o{ficial seal,

Sjgnamre { (E; ,_fé__._,. % £i£,% {Seal)

ANGELA G, BRSO

OMM, #1485180

: ND?ARY PUBLIC-CALIFORNIA

SAN DIEGO COUNTY

My Comrmission Expires
AF‘RIL 27, 2008

quasow
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ACKNOWLEDGMENT
State of California }
County of San Diego i
On , 2008, before me, , notary public, personally
appeared, who proved to me on the basis of

satisfactory evidence to be the person{s) whose name(s) isfare subscribed to the within
instrument and acknowledged to me that he/she/they executed the same in his/her/their
authorized capacity(ies), and that by his/her/their signature(s) on the instrument the person(s), or
the entity on behalf of which the person(s) acted, executed the instrument.

[ certify under penalty of perjury under the laws of the State of California that the
foregoing paragraph is true and correct,

WITNESS my hand and official seal.

Signature (Seal)
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EXHIBIT “A»
Legal Description of the Property

LOTS L AND K IN BLOCK 32 OF HORTON’S ADDITION, IN THE CITY OF SAN DIEGO,
COUNTY OF SAN DIEGO, STATE OF CALIFORNIA. ACCORDING TO MAP THEREOF
MADE BY L.L. LOCKLING, JUNE 21, 1871 IN BOOK 13, PAGE 522 OF DEEDS, FILED IN
THE OFFICE OF THE COUNTY RECORDER OF SAN DIEGO COUNTY OF SAN DIEGO.
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Cardinal Group

September 29, 2009

Ms, Wendy Dewitt &

Mr. Roger Green

San Diego Housing Commission
1122 Broadway # 300

San Diego, CA 92101

Ms. Dewitt & Mr. Green,

I’m writing on behalf of J&J Properties, LLC, owners of the Hotel Churchill, to request a second time
extension to complete the rehabilitation and renovation plan per the SRO Replacement Housing
Agreement (“Agreement™) with the San Diego Housing Commission. We are requesting an additional ten
months be added to the previously amended deadline of November 30, 2009, This time extension will be
more than sufficient to compiete the extensive renovations to the property.

The owners have completed a significant amount of work to date, all of which was internally financed.
We have provided summary descriptions and cost information in an attachment to this letter. The scope of
the rehabilitation is above and beyond the requirements of the Agreement, and represent the owners desire
to correct all deferred maintenance, stabilize the property and operate it for the fong term.

J&J has spent approximately $800,000 out of a total project budget of $2M. They have been attempting to
secure construction financing for the remainder of the work but the turmoil in the financial markets has
made this process more difficult than usual. Despite these challenges, the owners have secured a loan
commitment to complete work. The lenders are now requiring confirmation that the SDHC has granted
J&I a time extension per a resolution of the Board of Directors.

Please let me know if the attached materials are sufficient for you to evaluate this request. We look
forward to hosting the SDHC staff for a tour on October 1 and think you will be pleased with the progress
thus far.

Sincerely,

ason Luker

Principal

Cardinal Group Management & Advisory
858-945-3800
jason@enrdinaleroupinvestments.com

CC: Nemat Anjomshoaa

Atiachment

ATTACHMENT 2



HoTEL CHURCHILL RENOVATION
WORK LOG AS OF SEPTEMBER 28, 2009

As of September 28, 2009, J&J Properties, LLC has selected all of the qualified subcontractors
for the renovation work at the Hotel Churchill. The following section summarizes the scope of
work that has been completed to date, as well as all outstanding tasks.

1. Structural Engineer: Field investigations are complete and the final structural drawings
were submitted in mid-March 2009,
¢ Contract Amount: $30,000
s Amount Billed to Date: $30,000

2. Interior Demolition: The demolition work began in January 2009 and is near completion.
* DBudget Amount: $100,000
*  Amount Spent to Date: $95,000

3. Elevator: Otis Elevator Company was retained to modernize the elevator, This process
proved much more complicated than originally anticipated, and included the design and
manufacture of a custom elevator to fit the existing shaft. The field
investigation/measurements have been completed, the equipment has been delivered to the
Jjob site and the work is now in process. The project is anticipated to be completed by the end
of October 2009,

« Contract Amount: $422,000
e Amount Billed to Date: $262,000

4. Plumbing: An inspection of the existing water and sewer lines revealed leaks in several
locations. While the original plan was to only replace the existing toilets with low flush
models, it became apparent that re-piping the water and sewer lines was necessary due to the
age of the pipes. A plumbing engineer and contractor were retained to design and re-pipe all
water and sewer lines. The drawings were completed and permits obtained in February 2009.
The replacement of existing waste and vent pipes to cast iron and copper piping for the water
system in the basement is complete. The re-piping of all floors is also complete and has
passed city inspection.
¢ Contract Amount: $220,000
s  Amount Billed to Date: $ 220,000

5. Electrical: An inspection of the existing wires and conduit revealed electrical wires and
panels in poor condition and not in compliance with current codes. While the original plan
was only to replace the existing light fixtures, an electrical contractor was refained to re-wire
all of the lighting, provide a dedicated line for each room and install new wire for Telephone
and Cable. The work has been completed on all floors except the seventh floor and lobby.
This work is anticipated to be completed by November 2009,

e Contract Amount: $99,000
¢ Amount Billed to Date: $65,000



6. Framing & Drywall: Carpentry, framing and drywall work is complete on the second and
third floors, and approximately 50% complete on all other floors. This work is anticipated to
be completed by November 2009.
» Budget Amount: $80,000
s Amount Spent to Date: $50,000

The remaining interior work to be completed includes installing new flooring, painting, installing
all electrical and plumbing fixtures and new millwork. Exterior renovations are anticipated to
begin shortly, including roof repair, stucco repair and painting, and the replacement of all
window sashes. The window selection and stucco repair materials were approved by the Historic
Resources Board at their September 2nd Design Assistance Subcommittee meeting. The formal
permitting process for this work in underway. The window project has been bid ($250,000
budget) and will be completed approximately three months from the start date.



Tel: (858) 252-5554

aco Inc.

PLANNING ENGINEERING CONSTRUCTION
e-fax: (315} 222-2516

Emall; nematidnemaco.us
General Engineering Comtractor Llcense # 838107

JOB NAME: Hotel Churchill

8/29/2008

AREA=

40,000

TOTAL=

$1,999,159

DESCRIPTION CODE Quantity Cost Extension $/S.F.

Final Clean Up 01701 18/G 1 5,000 5,000 30.13
Dumpster (allowance) 01705 iG 80 500 40,000 $1.00
Survey 01607 |G 1 0 0 $0.00
Demolition 02110 |8/G 1 100,000 100,000 $2.50
Hazardous Material Monitoring/Exterior | 01700 ;S 1 20,000 20,000 $0.50
Grading 02210 S 1 9 0 $0.00
Underground Utilities 02550 |S 1 0 0 $0.00
Asphalt Paving 02600 S 1 4,500 4,500 $0.11
Fences & Gales 02710 |8 1 0 $0.00
Landscaping 02800 |S 1 0 0 $0.00
Concrete(allowance) 03000 |S 1 5,000 5,000 $0.13
Masonry 04000 {S 1 0 0 $0.00
Structural Steel 05000 |S 1 0 0 $0.00
Metal Fabrication Q5500 |S/G 1 0 0 $0.00
Rough Carpentry/Framing 068100 |G 1 50,000 50,000 $1.25
Millwork 06200 |S/G 1 35,000 35,000 $0.88
Cabinets 06400 |1S/G 7 2,000 14,000 $0.35
Insulation 07200 |S 1 0 0 $0.00
Roofing (allowance) 07300 [S/G 1 20,600 20,000 $0.50
Sheet Metal/Flashing 07600 |8 1 0 0 $0.00
Sealants 07900 [S 1 0 0 $0.00
Doors Frames & Hardware {8200 |8 10 200 2,000 $0.05
Glass & Glazing/Windows 08800 IS 120 2,600 240,000 $6.00
Drywall 09200 |G 5 6,000 30,000 $0.75
Ceramic Tile 09310 {S/G 40 500 20.000 $0.50
Suspended/Acoustical Ceiling 09500 (S 1 5,000 5,000 $0.13
Fioor Covering £9600 {8 7 8,500 59,500 $1.49
Painting/interior 09900 {8 7 12,000 84,000 $2.10
Painting/Stucco/Exterior 09000 [S 1 160,000 160,000 $4.00
Toilet Accessories & Par. 10800 |G 41 200 8,200 $0.21
Equipment/Rental 11000 18 1 3,000 3,000 30.08
Window Coverings(by owner) 12500 IS Q 0 0 $0.00
Special Consiruction - Elevator 15000 |3 1 422.000 422 000 $10.55
Mechanicai HVAC 15000 |S 1 0 0 $0.00
Plumbing 15400 [S 7 28.400 198,800 $4.97
Fire Sprinkiers(by owner) 15500 |S/G 1 0 0 $0.00
Fire Extinguishers(by owner) 15580 15/G 7 1,000 7,000 $0.18
Electrical 16000 |G 7 14,150 99,050 $2.48
Alarm Systems 16720 iS 1 3,500 3,500 $0.09
[Engineering Fee 00200 iS 1 25,000 25,000 30.63
Permits and Licenses 00800 IS 1 15,000 15,000 $0.38
Special Consultants 00400 |8 1 5,000 5,000 $0.13
COST BREAKDOWN PREPARED BY: SUBTOTAL 1,680,550 $42.01

General Conditions 80,700 $2.27
Project Manager: Nemat Anjomshoaa Overhead 5.90% 104,504 $2.61
Direct Phone #: (858) 525-5554 Profit 5.00% 98,724 $2.47
Email: nemat@nemaco.us Insurance 1.25% 24,681 $0.62

$49.98
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Real Estate Development
October 22, 2009

Mr. Jason Luker, Principal
Cardinal Group Management
7434 Herschel Avenue, Suite 4
La Jolla, CA 92307

RE: HOTEL CHURCHILL - TIME EXTENSION REQUEST TO COMPLETE
REHABILITATION WORK

Dear Mr, Luker:

The San Diego Housing Commission (SDHC) has received your request for an extension of time
to complete the rehabilitation improvements for Hotel Churchill located at 827 C Street.  Based
on your letter dated September 29, 2009, the owners (J&J Properties, LLC) of the building are
requesting an additional ten month time extension, from the previously amended deadline of
November 30, 2009, to secure construction financing and to complete the remaining renovations
to the building by September 30, 2010. SDHC has also received a copy of your unsigned loan
commitment letter, rehabilitation plans, construction budget and schedule.

Based on our review of the time extension request and your supporting documentation, we have
the following comments and/or concerns with your request:

1. Loan Commitment Letter — The loan commitment letter from Global Lenders is
conditional and has yet to be signed by the owners. We need some assurance from J&J
Properties that the loan terms are acceptable and that the loan documents have been
prepared. We need verification from Global Lenders that the owner is pursuing this loan
as a viable funding source and written confirmation that the loan will fund in the next 30
days.

2. Construction Schedule — Based on your schedule dated October 7, 2009, completion of
all renovation improvements will be completed by September 30, 2010, which is the last
day of the time extension request. We would like to review the construction schedule
with you in greater detail to determine if there is an opportunity to reduce the overall
schedule.  Also, there is no budget or schedule to install Furniture Fixtures and
Equipment within the building, this must be addressed. Further, we need to see what your
plan is for relocation of residents during the construction.

3. Construction Drawings — According to the notes on the construction drawings, the SD

fire department is requesting that fire sprinklers and fire alarm systems be installed
throughout the building. However, this was not included within the construction
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schedule. We would like verification that these fire sprinkler and fire alarm systems will
be installed per SD Fire Department regulations.

4. Construction Budget — Based on the budget estimate, the construction costs to complete
the remaining renovation work is approximately $2.0m. We would like verification from
the contractor that this budget amount is adequate to complete the remaining work and
that there is adequate contingencies in the budget to account for any unforeseen
construction issues during the construction process. We need verification that the budget
includes the San Diego Fire Department requirements.

As you know, on August 15, 2008, SDHC granted a ten month extension of time due to delays
associated with the replacement of the building elevator equipment and to complete the
remaining improvements to the building.

Your second request for a time extension is tentatively scheduled to be heard by the Housing
Commission Board on November 13, 2009. As a prerequisite to that meeting, and in an effort to
work together cooperatively, we require that a meeting be scheduled with you and the owner to
review the budget, schedule and financing plan for the week of November 2, 2009.

Be advised that any decision concerning your request for a second extension of time is within the
sole discretion of the Board of Commissioners of the San Diego Housing Commission. No
statements of Commission staff can or will be binding upon the Board of Commissioners.
Further, should the Housing Authority of the City of San Diego choose to review the
determination of the Board of Commissioners, it has that authority under applicable law. This
letter is forwarded to you without, in any way, waiving any rights that the Commission has under
the terms of the Stipulated Judgment, the Replacement Housing Agreement and/or other
agreements between the owners concerning the property. The mere consideration of your second
request shall not act as a waiver or relinquishment of any rights of the SDHC and/or the City of
San Diego under the terms of the various agreements and/or the Judgment.

Please confirm your availability and the owner’s availability as soon as possible. If you have
any questions in the meantime, please contact me at 619-578-7587.

Sincerely,

Jd_

s

ROGER GREEN
Real Estate Manager

Cc: Tand I Properties LLC, 8110 Aero Drive, San Diego, CA 82123
Marco Vakili, SDHC Real Estate Director



Cardinal Group

October 29, 2609

Mr. Roger Green

San Diego Housing Commission
1122 Broadway # 300

San Diego, CA 92101

Mr. Green,

Thank you for your response to our second time extension to complete the renovation of the
Hotel Churchill. In anticipation of our November 2 meeting with SDHC staff, ['ve prepared a
brief response letter to clarify some of the questions contained in your letter dated October 22.

1. Loan Commitment Letter — On October 28, | emailed to you a PDF copy of the loan
commitment, signed by both Advanced Business Group, Inc. {lender) and J&J Properties.
Also included in this package were a draft Subordination Agreement and Escrow
Instructions. Both parties have agreed on all of the loan terms, and the lender is prepared to
fund this loan immediately following the execution of the Subordination Agreement by the
SDHC, which will place this new financing in priority to the SDHC’s performance lien on
the property. Please let me know if I should contact your legal counsel directly regarding the
Subordination Agreement.

2. Construction Schedule — Attached please see the revised construction schedule, which now
includes the installation of FF&E. I have worked with the general contractor to compress the
schedule as much as possible. The critical path project is the window replacement; it is the
largest outstanding project and all other exterior work is contingent upon that start date.

I should also point out that the original schedule assumes that construction resumes on
January 1. However, construction will begin immediately upon securing the time extension
and execution of the Subordination Agreement. It is conceivable that we can restart
construction by the end of November, which will move up our anticipated completion date
by a month.

Your letter also mentioned our plans for relocating tenants during construction. There are
currently no tenants living at the property.

3. Construction Drawings — The Fire Department notes included in the construction drawings
are generic notes that are included in all plan reviews. Our interpretation of the code is that
we are not required to add sprinklers to the building, and that our current lite safety system of
hard-wired alarms, hoses on each floor and an exterior fire escape, are sufficient. The
building is subject to quarterly inspections by the fire department and there are no
outstanding code violations.

ATTACHMENT 5



4. Construction Budget — | think there was some confusion in our presentation of the
construction budget. The total project budget is $2.0M (see attached), of which the owners
have spent approximately $740,000, leaving $1.26M in work to be completed. There is no
iine item for FF&E because the owners have already purchased the furniture and are
currently storing it. The committed loan proceeds of $2.55M are more than sufficient to
complete construction ($1.26M), pay off the existing note ($750,000), and leave a sizable
contingency budget.

We appreciate your willingness to work with us during this challenging process. J&J Properties
has made a significant commitment of both time and financial resources to complete this project.
We think you will be pleased with the finished product, which we expect will be a model for
clean, safe, affordable housing in San Diego.

Sincerely,

Jason Luker

Principal

Cardinal Group Management & Advisory, LLC
858-945-3800

jasonacardinaleroupinvesiments.com

CC:  Nemat Anjomshoaa
Lucy Burmni

Attachment
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