
EXECUTIVE SUMMARY 
HOUSING COMMISSION 

EXECUTIVE SUMMARY SHEET 

HCR18-058 MEETING DATE: July 13, 2018  

COUNCIL DISTRICT(S): 3 

ORIGINATING DEPARTMENT: Real Estate Division 

CONTACT/PHONE NUMBER: Tina Kessler (619) 578-7569 

REQUESTED ACTION: 

That the San Diego Housing Commission recommend that the Housing Authority of the City of 
San Diego and the San Diego City Council approve a forgivable loan in the amount of 
$2,750,000 to Island Inn, L.P. to extend the affordability of the 201-unit project located at 202 
Island Avenue, San Diego, 92101.  

EXECUTIVE SUMMARY OF KEY FACTORS: 
• The Housing Commission is seeking approvals to issue a forgivable loan in the amount of

$2,750,000 to preserve 201 living units of affordable housing at 50% and 80% of area 
median income.

• Housing Commission subsidy per unit is $13,682
• The former Redevelopment Agency (RDA) previously negotiated land use covenants on 

Island Inn in the early 1990’s in exchange for a forgivable grant which has expired but for 
which the noticing of termination of the affordability has not been given to tenants pending 
the negations between the owner and the Housing Commission.

• RDA land use restrictions expired in 2017
• Rent increases to market rates remain subject to 1-year tenant noticing requirements
• On May 21, 2018 the Smart Growth and Land Use Committed approved the supplement to 

the Fiscal Year 2019 Affordable Housing Fund Annual Plan, Model Programs, and Budget 
to include funding for preservation projects. Additionally on June 11, 2018 the City 
Council approved the Fiscal Year 2019 Affordable Housing Fund Annual Plan.

• If approved, 201 units of affordable housing will be preserved, remaining affordable 
through December 2027. 
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REPORT 
DATE ISSUED:  July 5, 2018 REPORT NO:  HCR18-058 

ATTENTION: Chair and Members of the San Diego Housing Commission
For the Agenda of July 13, 2018 

SUBJECT:   Approval of forgivable loan to Island Inn, L.P. to impose affordability restrictions for 
201-unit project located at 202 Island Avenue, San Diego, California, through December
31, 2027

COUNCIL DISTRICT: Council District 3 

REQUESTED ACTION:  
That the San Diego Housing Commission recommend that the Housing Authority of the City of San 
Diego approve a forgivable loan in the amount of $2,750,000 to Island Inn, L.P. to extend the 
affordability of the 201-unit project located at 202 Island Avenue, San Diego, California. 

STAFF RECOMMENDATION   
That the San Diego Housing Commission (Housing Commission) recommend that the Housing 
Authority of the City of San Diego (Housing Authority) take the following actions, as described in this 
report:  

1) Authorize a forgivable loan in the amount of $2,750,000 to Island Inn, L.P., to impose
affordability restrictions  to December 31, 2027, making the project 100 percent affordable at 50
percent of Area Median Income (AMI) and 80 percent of AMI affordability levels, as detailed in
this report;

2) Authorize the President & Chief Executive Officer of the Housing Commission (President &
CEO), or designee, to execute such documents and perform such acts as are necessary to
implement these approvals, in a form and format as approved by General Counsel of the Housing
Commission;

3) Authorize the President & CEO of the Housing Commission, or designee, to change funding
sources, when in the best interests of the Housing Commission, provided that such funding
sources are available and provided further that the amount of the forgivable loan approved in this
action does not increase beyond that approved in these actions.

SUMMARY 
Island Inn is an existing, 201-unit rental project located at 202 Island Avenue in the Marina District of 
the City of San Diego. The former Redevelopment Agency (RDA) previously negotiated land use 
covenants in the early 1990’s in exchange for a forgivable grant. The land-use covenants for the 
development required 40 units to be affordable to residents with income up to 50 percent of San Diego’s 
Area Median Income (AMI); 80 units to be affordable up to 80 percent of AMI; and the remaining units 
to be affordable up to 120 percent of AMI. 
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The Island Inn land use covenants expired in 2017; however, the owner is required to provide tenant 
notices one year in advance of terminating the affordability restrictions. The noticing of termination of 
the affordability has not yet been given to tenants, pending negotiations between the owner and the 
Housing Commission. The owner intends to issue one-year notices informing the tenants of the 
termination of the Redevelopment Agency (RDA) restrictions in late 2018. At the end of the one-year 
period, the deed of trust securing the RDA note will be fully reconveyed, and the former RDA 
Regulatory Agreement will be terminated. 

At the end of the one-year noticing period, if the staff recommended actions are approved, the 
affordability at Island Inn will be extended until December 31, 2027, at 50 percent and 80 percent of 
AMI. All of the units will continue to be affordable. 

Before agreeing to extend the affordability, the owner expressed interest in extending the affordability of 
the project for a limited period while they evaluate a long-term strategy for the project. The owners have 
indicated that they are evaluating three options: 1) continue to operate as affordable housing; 2) convert 
to market rate housing, and; 3) convert to a boutique hotel. The owner has agreed to extend the 
affordability for the project until December 31, 2027, in exchange for a lump sum payment as referenced 
within this report.   

At this time, the owner is willing to enter into an agreement with the Housing Commission for Island 
Inn. The Housing Commission has tentatively agreed with the owner, subject to Housing Authority 
approval, to pay the owner the sum of $2,750,000 in consideration of the extension of the affordability 
on Island Inn through year 2027, as described above. 

In addition, the owner also owns another property, the 221-unit J Street Inn, located at 222 J Street, San 
Diego. The owner has indicated that they are willing to consider extending the affordability of that 
project as well, when the RDA restrictions expire in May of 2020. 

Table 1 – Development Summary 

Address 202 Island Avenue 
Council District 3 
Community Plan Area Downtown (Marina District Neighborhood) 
Owner Island Inn L.P. and 197 Partners GP, LLC 
Development Type Preservation of existing affordable housing 
Construction Type Four story wood frame with stucco construction 
Year Built  Was completed after January 1, 1990 
Onsite Parking 80 parking spaces 
Housing Type Multifamily 
Lot Size 0.57 gross acres 
Units 201 living units 
Unit Mix 101 (250 square feet units) 

100 (325 square feet units) 
Gross Building Area 100,000 square feet 
Net Rentable Area 57,750 square feet (residential total) 
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Keyser Marston Associates Analysis 
The Housing Commission engaged Keyser Marston Associates (KMA) to conduct financial modeling to 
determine the amount of public subsidy in the form of a forgivable loan to extend the affordability for 
the project. A copy of that analysis is attached to this report (Attachment 3) and shows that the payment 
of $2,750,000 is financially justified, given the present value analysis based upon 13 of the units being 
restricted at or below 50 percent of AMI and the balance being restricted at or below 80 percent of AMI. 
The initial study models 100 percent of the units at 80 percent of AMI, and the subsequent study models 
rents affordable at 50-80 percent of AMI to achieve a $2,750,000 subsidy. 
 
Housing Commission Agreements 
General Counsel for the Housing Commission will draft a Declaration of Covenants, Conditions and 
Restrictions, and forgivable loan documents, if and when this matter is approved by the Housing 
Authority.  
 
Additional Considerations 
As part of the negotiations to reduce the Housing Commission’s subsidy, staff recommends waiving 
annual compliance monitoring fees. If compliance monitoring fees are required, the Housing 
Commission’s subsidy amount will increase. There is no advantage to requiring a compliance 
monitoring fee. 
 
AFFORDABLE HOUSING IMPACT 
The owner has agreed to impose rental and occupancy restrictions on the all of the units in the property, 
which will terminate on December 31, 2027. Thirteen of the units will be affordable to and occupied by 
households earning at or below 50 percent of AMI. The balance of 188 units will be occupied by and 
affordable to households earning at or below 80 percent of AMI.   
 
It should be noted that a number of the prior RDA restricted units were restricted at or below 120 
percent of AMI, so the proposed transaction deepens the affordability of those units.  Upon expiration of 
the former RDA land use covenants, the Housing Commission declaration would become effective. For 
example, the Island Inn has complied with the land use restrictions, which technically expired in 
December 2017 – the owner is required to notify tenants of their intent to terminate restrictions. The 
Housing Commission declaration would become effective immediately after the one-year noticing 
period has elapsed. 
 
As referenced within this report, the approval of this matter will result in the preservation of 201 living 
units in the City of San Diego through December 31, 2027. These units will be affordable at and below 
50-80 percent of AMI, which will lower the existing affordability levels. 
 
FISCAL CONSIDERATIONS   
The proposed funding sources and uses approved by this action will increase funding allocation to loans 
made in the proposed Fiscal Year (FY) 2019 Housing Commission Budget. 

This action will be funded by City Inclusionary funds.  

Funding sources approved by this action will be as follows: 

Inclusionary Affordable Housing Funds - $2,750,000 
Total funding sources - $2,750,000 
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Funding uses approved by this action will be as follows: 

Loans – up to $2,750,000 
Total funding uses - $2,750,000 
 

Investment in Preservation of 201 Units  
Per Unit $        13,681.59 
Per Year $      289,473.68 

Total Investment $   2,750,000.00 
 
PREVIOUS COUNCIL and/or COMMITTEE ACTION  
On May 21, 2018, the Smart Growth and Land Use recommended that Inclusionary Funds be allowed to 
be utilized for preservation projects.  
 
On June 11, 2018, the City Council approved the FY 2019 Affordable Housing Fund Annual Plan that 
includes funding for rental housing preservation and anti-displacement.  
 
KEY STAKEHOLDERS and PROJECTED IMPACTS 
The approval of this project will result in the preservation of 201 living units in the City of San Diego, 
which units are extremely scarce and are needed to continue to address homelessness in the City.  If the 
affordability is lost, the people in residence are in jeopardy of becoming homeless or will be forced to 
attempt to find more expensive unrestricted units in a very tight rental market. 
 
ENVIRONMENTAL REVIEW 
The proposed loan is categorically exempt from the requirements of the California Environmental 
Quality Act (CEQA) pursuant to Section 15301 of the State CEQA Guidelines because Island Inn is an 
existing facility and the proposed actions do not involve expansion of the existing use. Processing under 
the National Environmental Policy Act (NEPA) is not required since there are no Federal funds involved 
with this action. 
 
Respectfully submitted,    Approved by, 
 

Tina Kessler     Deborah N. Ruane  
            
Tina Kessler      Deborah N. Ruane  
Housing Programs Manager    Executive Vice President & Chief Strategy Officer   
Real Estate Department    San Diego Housing Commission  
 
Attachments:  

1) Developer Disclosure Statement – Island Inn, L.P. 
2) Developer Disclosure Statement – 197 Partners GP, LLC 
3) Keyser Marston Associates Analysis 

 
Hard copies are available for review during business hours at the security information desk in the main 
lobby and the fifth floor reception desk of the San Diego Housing Commission offices at 1122 
Broadway, San Diego, CA 92101 and at the Office of the San Diego City Clerk, 202 C Street, San 
Diego, CA 92101. You may also review complete docket materials in the “Public Meetings” section of 
the San Diego Housing Commission website at www.sdhc.org. 

http://www.sdhc.org/
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Island Inn Cash Flow Projection

San Diego Housing Commission

Keyser Marston Associates, Inc.
April 17, 2018

REVISED 4/17/18
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TABLE 1

PROJECT DESCRIPTION  

ISLAND INN

SAN DIEGO HOUSING COMMISSION

I. Site Area 0.57 Acres

II. Gross Building Area

Net Residential Area 56,625 SF 85%

Common Area/Circulation (1)
10,313 SF 15%

Total Gross Building Area (GBA) 66,938 SF 100%

III. Number of Stories 4 Stories

IV. Unit Mix
 (2)

Small Studio 116 Units 58% 250 SF

Large Studio 85 Units 42% 325 SF

Number of Units 201 Units 100% 282 SF

V. Density 353 Units/Acre

VI. Affordability Mix ‐ Existing Restrictions

Units @ 50% of AMI 40 Units 20%

Units @ 80% of AMI 39 Units 19%

Units @ 120% of AMI 118 Units 59%

Units @ Market‐Rate 4 Units 2%

Total/Average 201 Units 100%

Average Affordability (3) 98% of AMI

VII. Parking 

Totlal Number of Parking Spaces 80 Spaces 0.4 Spaces/Unit

(1) Includes reception, lobby, laundry, maintenance, storage, and common areas.

(2) Per Developer, December 19, 2017.

(3) Excludes market‐rate units.

Average

Number of Units Unit Size

Prepared by: Keyser Marston Associates, Inc.

Filename: SDHC_Island_v4;4/17/2018;ema
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TABLE 2

NET OPERATING INCOME (2018$)

ISLAND INN

SAN DIEGO HOUSING COMMISSION

I. Gross Scheduled Income Units $/Month Total Annual Units $/Month Total Annual Units $/Month Total Annual

Studio @ 50% AMI 40 $776 $372,480 13 $796 $124,176 0 $0 $0

Studio @ 80% AMI 39 $1,110 $519,480 188 $1,276 $2,878,656 0 $0 $0

Studio @ 120% AMI 118 $1,388 $1,965,408 0 $0 $0 0 $0 $0

Studio (Small) @ Market‐Rate 0 $0 $0 0 $0 $0 116 $1,420 $1,976,640

Studio (Large) @ Market‐Rate 4 $1,530 $73,440 0 $0 $0 85 $1,530 $1,560,600

Total/Average 201 $1,215 $2,930,808 201 $1,245 $3,002,832 201 $1,467 $3,537,240

Add: Laundry and Vending $10 /Unit/Month $24,120 $10 /Unit/Month $24,120 $10 /Unit/Month $24,120

Total Gross Scheduled Income (GSI) $2,954,928 $3,026,952 $3,561,360

II. Effective Gross Income (EGI)

(Less) Vacancy 5.0% of GSI ($147,746) 5.0% of GSI ($151,348) 5.0% of GSI ($178,068)

Total Effective Gross Income (EGI) $2,807,182 $2,875,604 $3,383,292

III. Operating Expenses

(Less) Operating Expenses $5,856 /Unit/Year  ($1,177,127) (2) $5,856 /Unit/Year  ($1,177,127) (2)

(Less) Property Taxes $63 /Unit/Year ($12,756) (3) $620 /Unit/Year ($124,690) (4)

(Less) Replacement Reserves $100 /Unit/Year ($20,100) (2) $100 /Unit/Year ($20,100) (2)

(Less) Non‐Profit Partner Management Fee $50 /Unit/Year ($10,000) $0 /Unit/Year $0

(Less) SDHC Monitoring Fee $0 /Unit/Year $0 $0 /Unit/Year $0
Total Expenses $6,850 /Unit/Year ($1,376,850) $6,070 /Unit/Year ($1,219,983) $6,577 /Unit/Year ($1,321,917)

49% of EGI 42% of EGI 39% of EGI

IV. Net Operating Income  $1,430,332 $1,655,621 $2,061,375

Or Say (Rounded) $1,430,000 $1,656,000 $2,061,000

Per Unit $7,100 $8,200 $10,300

(1) Reflects inputs from SDHC's draft pro forma analysis, dated November 30, 2017.

(2) Source:  MDS Realty Advisors Appraiser's forecast of annual operating expenses, excluding real estate taxes ($466,815).

(3) Reflects special assessments ($12,756) for Fiscal Year 2017/18.  Source:  MDS Realty Advisors Market Rent Report, November 14, 2017.

(4) Reflects total base taxes ($111,934) and special assessments ($12,756) for Fiscal Year 2017/18.  Source:  MDS Realty Advisors Market Rent Report, November 14, 2017.

Existing Restrictions (1) 100% Market‐Rate
6% @ 50% AMI /

 94% @ 80% AMI

Prepared by: Keyser Marston Associates, Inc.

Filename: SDHC_Island_v4;4/17/2018;ema
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 6% @ 50% AMI
94% @ 80% AMI

TABLE 3

CASH FLOW PROJECTION

ISLAND INN

SAN DIEGO HOUSING COMMISSION

1 (1) 2 3 (2) 4 5 6 7 8 9 10

2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

I. Gross Scheduled Income (GSI)

Studio @ 50% AMI $372,480 ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                 

   Number of Units 40                    ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                 

   Monthly Rent 2.5% $776 ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                 

Studio @ 50% AMI (SDHC) ‐                  $127,280 $130,462 $133,724 $137,067 $140,494 $144,006 $147,606 $151,296 $155,079

   Number of Units ‐                  13                    13                    13                    13                    13                    13                    13                    13                    13                   

   Monthly Rent 2.5% $796 $816 $836 $857 $879 $901 $923 $946 $970 $994

Studio @ 80% AMI $519,480 $1,010,322 ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                 

   Number of Units 39                    74                    ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                 

   Monthly Rent 2.5% $1,110 $1,138 ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                 

Studio @ 80% AMI (SDHC) ‐                  $1,175,265 $3,019,648 $3,095,139 $3,172,517 $3,251,830 $3,333,126 $3,416,454 $3,501,865 $3,589,412

   Number of Units ‐                  75                    188                  188                  188                  188                  188                  188                  188                  188                 

   Monthly Rent 2.5% $1,274 $1,306 $1,338 $1,372 $1,406 $1,441 $1,477 $1,514 $1,552 $1,591

Studio @ 120% AMI $1,965,408 $597,534 ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                 

   Number of Units 118                  35                    ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                 

   Monthly Rent 2.5% $1,388 $1,423 ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                 

Studio (Large) @ Market‐Rate $73,440 $75,276 ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                 

   Number of Units 4                       4                       ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                 

   Monthly Rent 3.0% $1,530 $1,568 ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                 

Total Residential Income $2,930,808 $2,985,677 3,150,110       3,228,863       3,309,584       3,392,324       $3,477,132 $3,564,060 $3,653,162 $3,744,491

Other Income 2.5% $24,120 $24,723 $25,341 $25,975 $26,624 $27,290 $27,972 $28,671 $29,388 $30,123

Total Gross Scheduled Income $2,954,928 $3,010,400 $3,175,451 $3,254,837 $3,336,208 $3,419,613 $3,505,104 $3,592,731 $3,682,550 $3,774,613

(Less) Vacancy 5.0% ($147,746) ($150,520) ($158,773) ($162,742) ($166,810) ($170,981) ($175,255) ($179,637) ($184,127) ($188,731)

II. Effective Gross Income (EGI) $2,807,182 $2,859,880 $3,016,678 $3,092,095 $3,169,398 $3,248,633 $3,329,849 $3,413,095 $3,498,422 $3,585,883

(Less) Operating Expenses 3.5% ($1,177,127) ($1,218,326) ($1,260,968) ($1,305,102) ($1,350,780) ($1,398,058) ($1,446,990) ($1,497,634) ($1,550,051) ($1,604,303)

(Less) Property Taxes (3) 2.0% ($80,696) ($35,164) ($13,271) ($13,537) ($13,808) ($14,084) ($14,365) ($14,653) ($14,946) ($15,245)

(Less) Replacement Reserves 0.0% ($20,100) ($20,100) ($20,100) ($20,100) ($20,100) ($20,100) ($20,100) ($20,100) ($20,100) ($20,100)

(Less) Non‐Profit Partner Management Fee 2.5% ($10,000) ($10,250) ($10,506) ($10,769) ($11,038) ($11,314) ($11,597) ($11,887) ($12,184) ($12,489)

(Less) Monitoring Servicing Fee 0.0% $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Total Operating Expenses ($1,287,923) ($1,283,840) ($1,304,845) ($1,349,507) ($1,395,726) ($1,443,555) ($1,493,052) ($1,544,274) ($1,597,281) ($1,652,137)

III. Net Operating Income  $1,519,259 $1,576,040 $1,711,833 $1,742,588 $1,773,672 $1,805,077 $1,836,797 $1,868,821 $1,901,141 $1,933,746

IV. (Less) Remodel Costs for Unit Turn‐Over ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                 

   Number of Units ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                 

   Capital Cost Per Unit 3.0% ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                  ‐                 

V. Adjusted Net Operating Income $1,519,259 $1,576,040 $1,711,833 $1,742,588 $1,773,672 $1,805,077 $1,836,797 $1,868,821 $1,901,141 $1,933,746

(1) Affordability covenants expired December 2017.  See Worksheet B for schedule of projected absorption.

(2) Stabilized year.

(3) Assumes Developer applies and receives property tax exemption for units at 80% AMI or lower.

Prepared by: Keyser Marston Associates, Inc.

Filename: SDHC_Island_v4;4/17/2018;ema
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 100% @ MARKET-RATETABLE 4

CASH FLOW PROJECTION

ISLAND INN

SAN DIEGO HOUSING COMMISSION

1 (1) 2 3 (2) 4 5 6 7 8 9 10

2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

I. Gross Scheduled Income (GSI)

Studio @ 50% AMI $372,480 $190,896 ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                  

   Number of Units 40                     20                     ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                  

   Monthly Rent 2.5% $776 $795 ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                  

Studio @ 80% AMI $519,480 $273,060 ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                  

   Number of Units 39                     20                     ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                  

   Monthly Rent 2.5% $1,110 $1,138 ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                  

Studio @ 120% AMI $1,965,408 $1,007,272 ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                  

   Number of Units 118                   59                     ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                  

   Monthly Rent 2.5% $1,388 $1,423 ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                  

Studio (Small) @ Market‐Rate ‐                   $1,000,418 $2,097,017 $2,159,928 $2,224,726 $2,291,468 $2,360,212 $2,431,018 $2,503,948 $2,579,067

   Number of Units ‐                   57                     116                   116                   116                   116                   116                   116                   116                   116                  

   Monthly Rent 3.0% $1,420 $1,463 $1,506 $1,552 $1,598 $1,646 $1,696 $1,746 $1,799 $1,853

Studio (Large) @ Market‐Rate $73,440 $850,986 $1,655,641 $1,705,310 $1,756,469 $1,809,163 $1,863,438 $1,919,341 $1,976,921 $2,036,229

   Number of Units 4                       45                     85                     85                     85                     85                     85                     85                     85                     85                    

   Monthly Rent 3.0% $1,530 $1,576 $1,623 $1,672 $1,722 $1,774 $1,827 $1,882 $1,938 $1,996

Total Residential Income $2,930,808 $3,322,632 $3,752,658 $3,865,238 $3,981,195 $4,100,631 $4,223,650 $4,350,359 $4,480,870 $4,615,296

Other Income 2.5% $24,120 $24,723 $25,341 $25,975 $26,624 $27,290 $27,972 $28,671 $29,388 $30,123

Total Gross Scheduled Income $2,954,928 $3,347,355 $3,777,999 $3,891,212 $4,007,819 $4,127,920 $4,251,621 $4,379,030 $4,510,258 $4,645,418

(Less) Vacancy ‐ Gross Scheduled Income 5.0% ($147,746) ($167,368) ($188,900) ($194,561) ($200,391) ($206,396) ($212,581) ($218,952) ($225,513) ($232,271)

(Less) Vacancy ‐ Unit Remodel 2.5% $0 ($83,684) ($94,450) $0 $0 $0 $0 $0 $0 $0

II. Effective Gross Income (EGI) $2,807,182 $3,096,303 $3,494,649 $3,696,652 $3,807,428 $3,921,524 $4,039,040 $4,160,079 $4,284,745 $4,413,148

(Less) Operating Expenses 3.5% ($1,177,127) ($1,218,326) ($1,260,968) ($1,305,102) ($1,350,780) ($1,398,058) ($1,446,990) ($1,497,634) ($1,550,051) ($1,604,303)

(Less) Property Taxes  2.0% ($124,690) ($127,184) ($129,727) ($132,322) ($134,968) ($137,668) ($140,421) ($143,230) ($146,094) ($149,016)

(Less) Replacement Reserves 0.0% ($20,100) ($20,100) ($20,100) ($20,100) ($20,100) ($20,100) ($20,100) ($20,100) ($20,100) ($20,100)

(Less) Non‐Profit Partner Management Fee 2.5% $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

(Less) Monitoring Servicing Fee 0.0% $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Total Operating Expenses ($1,321,917) ($1,365,610) ($1,410,795) ($1,457,524) ($1,505,849) ($1,555,825) ($1,607,511) ($1,660,964) ($1,716,246) ($1,773,419)

III. Net Operating Income  $1,485,265 $1,730,693 $2,083,854 $2,239,128 $2,301,579 $2,365,699 $2,431,529 $2,499,115 $2,568,499 $2,639,728

IV. (Less) Capital Costs for Unit Remodel  (3) ‐                   ($317,755) ($367,602) ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                  

   Number of Units ‐                   71                     99                     ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                  

   Capital Cost Per Unit 3.0% $3,500 $3,605 $3,713 ‐                   ‐                   ‐                   ‐                   ‐                   ‐                   ‐                  

V. Adjusted Net Operating Income $1,485,265 $1,412,938 $1,716,252 $2,239,128 $2,301,579 $2,365,699 $2,431,529 $2,499,115 $2,568,499 $2,639,728

(1) Affordability covenants expired December 2017.  See Worksheet B for schedule of projected absorption.

(2) Stabiized year.

(3) Includes kitchen remodel in 2019.
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TABLE 5

NET PRESENT VALUE OF DIFFERENCE BETWEEN 6% @ 50% AMI / 94% @ 80% AMI AND 100% @ MARKET‐RATE

ISLAND INN

SAN DIEGO HOUSING COMMISSION

1 2 3 4 5 6 7 8 9 10

2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

I. Difference in NOI ‐ 6% @ 50% AMI / 94% @ 80% AMI vs. 100% @ Market‐Rate

A. Net Operating Income ‐ 100% @ Market‐Rate $1,485,265 $1,412,938 $1,716,252 $2,239,128 $2,301,579 $2,365,699 $2,431,529 $2,499,115 $2,568,499 $2,639,728

B. Net Operating Income ‐ 6% @ 50% AMI / 94% @ 80% AMI $1,519,259 $1,576,040 $1,711,833 $1,742,588 $1,773,672 $1,805,077 $1,836,797 $1,868,821 $1,901,141 $1,933,746

C. Difference (B minus A) $33,994 $163,102 ($4,419) ($496,540) ($527,907) ($560,621) ($594,733) ($630,294) ($667,358) ($705,982)

II. NPV in Year 1, Discount Rate @ 6.0% ($2,745,000)
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WORKSHEET A

CASH FLOW KEY ASSUMPTIONS

ISLAND INN

SAN DIEGO HOUSING COMMISSION

A. Income Escalation:

Residential ‐ Affordable 3.0% /Year 2.0% /Year 2.5% /Year

Residential ‐ Market‐Rate 3.0% /Year 2.0% /Year 3.0% /Year

Other Income 3.0% /Year 2.0% /Year 2.5% /Year

B. Vacancy:

Residential  5.0% 5.0% 5.0%

C. Operating Expenses:

i. Expense Line Items (2018$)

Operating Expenses ‐‐   /Unit/Year ‐‐   /Unit/Year $5,856 /Unit/Year (1) $5,856 /Unit/Year (1)

Property Taxes ‐‐   /Unit/Year ‐‐   /Unit/Year $63 /Unit/Year (2) $620 /Unit/Year (3)

Replacement Reserves ‐‐   /Unit/Year ‐‐   /Unit/Year $100 /Unit/Year (1) $100 /Unit/Year (1)

Non‐Profit Partner Management Fee ‐‐   /Unit/Year ‐‐   /Unit/Year $50 /Unit/Year $0 /Unit/Year

SDHC Monitoring Fee ‐‐   /Unit/Year ‐‐   /Unit/Year $0 /Unit/Year $0 /Unit/Year

Total Operating Expenses $6,000 /Unit/Year $6,850 /Unit/Year $6,070 /Unit/Year $6,577 /Unit/Year

ii. Escalation

Operating Expenses 3.0% /Year 3.0% /Year 3.5% /Year

Replacement Reserves 0.0% /Year 0.0% /Year 0.0% /Year

Property Tax 2.0% /Year 2.0% /Year 2.0% /Year

Non‐Profit Partner Management Fee 0.0% /Year 0.0% /Year 2.5% /Year

D. Capital Costs (2018$):

Unit Upgrades $0 /Unit/Year $3,500 /Unit/Year $3,500 /Unit/Year

Kitchen Upgrades $60,000 Total $60,000 Total $60,000 Total

Capital Cost Escalator 3.0% /Year 3.0% /Year 3.0% /Year

E. Discount Rate: 3.0% 3.0% 6.0%

F. Market Rents:

Small Studio $1,425 /Unit/Month (4) $1,420 /Unit/Month $1,420 /Unit/Month (3)

Large Studio $1,545 /Unit/Month (4) $1,530 /Unit/Month $1,530 /Unit/Month (3)

(1) Source:  MDS Realty Advisors Appraiser's forecast of annual operating expenses, excluding real estate taxes ($466,815).

(2) Reflects special assessments ($12,756) for Fiscal Year 2017/18.  Source:  MDS Realty Advisors Market Rent Report, November 14, 2017.

(3) Reflects total base taxes ($111,934) and special assessments ($12,756) for Fiscal Year 2017/18.  Source:  MDS Realty Advisors Market Rent Report, November 14, 2017.

(4) Source:  Kidder Mathews Opinion of Market Rent, August 18, 2017.

(5) Source:  MDS Realty Advisors Market Rent Report, November 14, 2017.

SDHCDeveloper

94% @ 80% AMI 100% @ Market‐Rate

KMA

6% @ 50% AMI / 
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WORKSHEET B

RESIDENTIAL UNIT ABSORPTION

ISLAND INN

SAN DIEGO HOUSING COMMISSION

Year: 2018 2019 2018 2019 2020

I. Transition to 6% @ 50% AMI / 94% @ 80% AMI

50% AMI 40      ‐     40       13       13      

80% AMI 39      201    39       149    188   

120% AMI 118    ‐     118    35       ‐    

Market‐Rate ‐ Small Unit ‐     ‐     ‐     ‐     ‐    

Market‐Rate ‐ Large Unit 4         ‐     4         4         ‐    

Total 201           201           201           201           201          

II. Transition to Market‐Rate

50% AMI 40      ‐     40       20       ‐    

80% AMI 39      ‐     39       20       ‐    

120% AMI 118    ‐     118    59       ‐    

Market‐Rate ‐ Small Unit ‐     116    ‐     57       116   

Market‐Rate ‐ Large Unit 4         85      4         45       85      

Total 201           201           201           201           201          

III. Remodel of Market‐Rate Units

Recently Remodeled Units

Market‐Rate ‐ Small Unit ‐            ‐            14             ‐            ‐           

Market‐Rate ‐ Large Unit ‐            ‐            17             ‐            ‐           

Total Remodeled Units ‐            ‐            31             ‐            ‐           

Remaining Units to be Remodeled

Market‐Rate ‐ Small Unit 58             58             ‐            43             59            

Market‐Rate ‐ Large Unit 43             42             ‐            28             40            

Market‐Rate Units to be Remodeled 101           100           ‐            71             99            

SDHC KMA
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