From: Julie Romey <jromey@keysermarston.com>

Sent time: 03/30/2022 10:25:05 PM

To: Magdalina Zakaryan <magdalina.zakaryan@lacity.org>

Ce: Rick Tonthat (rick.tonthat@lacity.org) <rick.tonthat@lacity.org>; Laura Byeon <laura.byeon@]lacity.org>; Hrach Martirosyan
<hrach.martirosyan@lacity.org>

Subject: Venice Loan Committee Report

Attachments: Venice LC Report - 03.30.22.pdf

Since | am just finishing the Venice report at 10:15 PM, | am definitely not going to be able to get the GFB report to you until
probably Friday afternoon. | should be able to work at my cousin’s house Friday AM. If we can buy a little time on for that one,
I'd greatly appreciate it. There are so many moving parts and I’'m having to write a lot of new info and figure out all the
issues/concerns for these complicated projects. Anyway, we should be ok for Venice on Tuesday AM.

I am going to be driving all day tomorrow so I’'m not sure how much I can get done on Thursday. | will plan to call into the
meeting with Debbie. Hopefully, | won’t have the Senior Citizen leprechaun parade going on while I try to participate!

Thanks,
Julie

Julie Romey

Senior Principal

Keyser Marston Associates, Inc.
Los Angeles Office: 213.622.8095
Brea Office: 714.526.0444

www.keysermarston.com
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ADVISORS IN PUBLIC/PRIVATE REAL ESTATE DEVELOPMENT

MEMORANDUM
To: LAHD Loan Committee
From: Julie Romey
Date: January 21, 2022
Subject: Venice Dell Community — Loan Committee Report

Keyser Marston Associates, Inc. (KMA) reviewed the proposed deal terms, the financial gap
analysis as well as the supporting information provided by Hollywood Community Housing
Corporation and Venice Community Housing Corporation and then independently prepared the
following analysis. The following summarizes the proposed transaction.

Project Name:

Venice Dell Community Former RDA Area: N/A

Project Address: 2100 S. Pacific Ave, 125, Council District: ch11
128, 200, 208, 212, 216,
302, 319 E. Venice Blvd
Site Size: 115,480 Sf Total GBA: 91,995 Sf
Total Units: 140 Units PSH Units: 68 Units
Lessee: Venice Dell, L.P.

Developer/Sponsor:
Service Provider:
Funding Sources:

Ground Rent:
Term:
Subordination:

Ground Rent:
Term:
Subordination:

Hollywood Community Housing Corporation & Venice Community Housing Corporation

Venice Community Housing

TE Bonds, 4% Tax Credits, MHP/VHHP, 1IG, AHP, AHMP Loan, City Ground Lease, PBVs

$1.00/Year
99 Years
Unsubordinated

50% Residential Receipts

99 Years
Unsubordinated

500 SOUTH GRAND AVENUE, SUITE 1480 > LOS ANGELES, CALIFORNIA 90071 » PHONE 213.622.8095

WWW.KEYSERMARSTON.COM
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Venice Dell, L.P. (Lessee) is requesting the following from LAHD:

Ground lease the 2.65 acre site located at 2100 South Pacific Avenue, 125, 128, 200, 208, 212,
216, 302, and 319 East Venice Boulevard (Site), owned by the City of Los Angeles (City) to the
Project for up to a 99-year term. The Site will be conveyed through two ground leases.

1. Residential Ground Lease Terms:
a. A 99 year term, based on a 55-year initial term plus four 11-year extensions.
b. Annual ground rent of $1.
C. If the affordability restrictions are no longer in place, then the Project will pay

the full fair market value (FMV) lease payment.

d. Ground lease and regulatory agreement will not be subordinated to the
construction and permanent debt lenders of the Residential Component.

2. Non-Residential Ground Lease Terms:
a. A 99 year term, based on a 55-year initial term plus four 11-year extensions.
b. Annual ground rent of 50% of residual receipts.
C. If the use restrictions are no longer in place, then the Project will pay the full fair

market value (FMV) lease payment.

d. Ground lease and regulatory agreement will not be subordinated to the
construction and permanent debt lenders of the Non-Residential Component.

The Lessee is also requesting that LAHD issue the TE Bonds and provide AHMP funds; however,
the Lessee will make the official request for these funding sources at a later date.

In summary, the 140 unit Project will provide 136 affordable housing units, of which 68 units will
be designated for homeless individuals and families, 34 units will be targeted to low income
artists, 34 units will be designated for very-low and low income families and individuals, and
four two-bedroom units will be set aside for the onsite manager (Project), for a minimum of 55
years. The Project will also include 7,720 square feet of non-residential space that will have use
restrictions.
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The requested LAHD investment is as follows:

LAHD Ground Lease SO

LAHD Loan $6,300,000

Total LAHD Assistance $6,300,000

Per Affordable Unit $46,300
BACKGROUND STATEMENT

The Site is in Council District 11 and is currently owned and operated by the City’s Department
of Transportation (DOT) as a public surface parking lot and a four-plex residential unit that is
operated by the City’s General Services Department (GSD) .

Address APN Parcel Size (Sf) Legal Description

City Parcel 1 2100 S. Pacific Ave 4238-024-900 27,700 Attachment B
City Parcel 2 128 E. Venice Blvd 4238-024-902 14,000 Attachment B
City Parcel 3 208 E. Venice Blvd 4238-024-903 6,300 Attachment B
City Parcel 4 216 E. Venice Blvd 4238-024-905 6,300 Attachment B
City Parcel 5 302 E. Venice Blvd 4238-024-906 3,100 Attachment B
City Parcel 6 319 E. Venice Blvd 4238-024-907 47,800 Attachment B
City Parcel 7 200 E. Venice Blvd 4238-024-908 3,200 Attachment B
City Parcel 8 N/A 4238-024-909 1,100 Attachment B
City Parcel 9 212 E. Venice Blvd 4238-024-910 3,200 Attachment B
City Parcel 10 125 E. Venice Blvd 4238-024-911 2,700 Attachment B
City Parcel 11  Alberta Avenue Vacation ?7? ??1007?7? Attachment B
Total Site 115,580

LAHD had the Site appraised by Gold Coast Appraisals, Inc., which is dated December 22, 2020
(Appraisal). The Appraisal concludes that the highest and best use of the Site is a Park and
Recreation Facilities use and estimates the fair market value of the Site to be $3,349,000, or
approximately $29 per square foot of land area.

The Site is currently improved with 196 surface parking spaces operated by DOT and one multi-
family residential structure that includes four units (3 two-bedroom units and 1 three-bedroom
unit).

PROJECT DESCRIPTION

Scope of Development

The mixed-use development will be constructed in two structures, on either side of the Grand
Canal. The building on the west side of the canal will include a four-story parking garage with
three stories of residential/commercial improvements wrapping the parking garage. The
building on the east side of the canal will include a five story public parking garage that will be
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owned and managed by the City with three-stories of residential / community art space
wrapping the parking garage. The Project will provide a total of 140 residential units consisting
of 136 affordable units of which 68 units will be permanent supportive housing (PSH) units and
34 units will have an artist preference. The Project will also include 7,720 square feet of non-
residential space that has been required by the California Coastal Commission. Approximately
3,755 square feet of commercial space will face Pacific Avenue and 810 square feet will be for a
café that will face the Grand Canal, both on the West side of the canal. The remaining 3,155
square feet will be located facing the Grand Canal on the East side of the canal and will be
reserved for community artist studios.

The following entitlements were approved for the Project on December 1, 2021: CEQA
statutory exemption, vesting tentative tract map, coastal development permit, site plan review,
Mello Act compliance, project permit compliance, general plan amendment, zone change,
height district change and specific plan amendment. However, the general plan amendment-
related entitlements were approved pending the drafting and approval of the two City
ordinances needed to implement the General Plan Amendment. While not yet verified by LAHD
staff, it is presumed that the City Council approved these ordinances as of the end of March
2022. The final step in the process, to have the Coastal Commission approve the Coastal Permit,
is anticipated to occur in April 2022.

As required in the RFQ/P and increased by Coastal Commission requirements, the Project is
required to replace the 196 existing DOT public parking spaces. The replacement parking spaces
will be provided in the 252 space public parking garage located on the east side of the City Site.
The replacement parking will be financed with a MICLA loan.

The City will develop, own and operate a five-level, 246 space public parking structure on the
east side of the City Site, which will include the 27 Beach Impact Parking (BIP) spaces that are
required for the Project and the 196 replacement public parking spaces. DOT/GSD will enter
into a separate Public Parking Agreement with the Developer to construct the public parking
garage using the MICLA loan and a $1,295,000 payment from the Non-Residential component as
funding sources. The Project will not own the BIP spaces or be responsible for maintaining the
public parking structure. The east side residential units will be built around the five-level
parking structure.
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The following provides a breakout of the proposed 246 parking spaces that will be available to
the public on the east side of the Site:

Parking
East Side Public Parking Garage Spaces
Boat Launch Spaces 2
BIP Spaces 27
Replacement Spaces 196
Additional Spaces 21
Total Public Parking Spaces 246

Phase | and Phase Il Environmental Site Assessments have been completed for the City Site, and
there was no evidence or indications of environmental concerns in connection with the City Site.
However, the City Site is located in a Methane Zone and it is assumed that a passive methane
mitigation system will be required. In addition, it is assumed that the existing residential four-
plex, which was constructed in 1966, will require lead-based paint and asbestos abatement.

The City Site is currently including an existing residential multi-family building including four that
are owned and operated by GSD. In May 2020, the four units were occupied, and a Relocation
Plan was prepared for the Developer by Shober Relocation Consulting, Inc. At the time, there
was no over-crowding issues with the units. It is planned that the four units will be replaced in
the Project. However, recently it has been discovered that one of the units in the four-plex is a
three-bedroom unit. Since the Project doesn’t include any three-bedroom units, it is unclear
how this issue will be resolved. The Relocation Plan estimated the total relocation costs to be
$377,350 for relocating the tenants in fiscal year 2020/21. The Developer has budgeted
$400,000 for permanent relocation costs, or $100,000 per household.

The entitlements were to be secured in February 2022 while the proposed financing is expected
to be secured by October 2023. Construction is expected to last 30 months with the Project
anticipated to be placed in service by March 2026.
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SUMMARY OF LESSEE

The Lessee will be Venice Dell, L.P., which includes the following entities:

Managing General = Venice Dell GP, LLC (Hollywood Community Housing Corporation — 49%
Partner Owner, Venice Community Housing Corporation — 51% Owner and
Managing Member)

Limited Partner Tax Credit Investor to be determined at closing.

SUMMARY OF DEVELOPMENT TEAM

The development team includes the following entities:

Lead Developer Venice Community Housing Corporation
Co-Developer Hollywood Community Housing Corporation
Service Provider Venice Community Housing Corporation

Property Manager | To Be Determined
Architect Eric Owen Moss Architects

General Contractor ' To Be Determined

SUMMARY OF UNDERWRITING ANALYSIS

The Developer provided the pro forma on January 12, 2022, which KMA reviewed and found to
be reasonable given the current high cost environment in Southern California as well as the
LAHD underwriting guidelines. Please see the Developer’s pro forma included in Attachment 2
located at the end of this memorandum. The following summarizes the underwriting analysis
performed:

Estimated Total Development Costs

KMA found the Developer’s cost estimates to be reasonable and meet the LAHD underwriting
guidelines.

1. The Developer will ground lease the property from LAHD for a below fair market value
ground rent. The appraised land value is $3,349,000. Assuming a market ground lease
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rate of 6%, the market ground rent is estimated at $200,940 per year. While the Project
is not expected to have significant remediation issues, there is a $400,000 budget for
permanent relocation costs. The Developer estimated $80,000 in holding and closing
costs. Therefore, the assemblage costs are estimated at $480,000.

2. The direct construction costs are estimated to total $68,168,000, or $486,900 per unit.
This estimate includes approximately $319,000 for offsite improvements and $29 per
square foot of land area for site improvements, $48,000 per BIP space to be paid to
DOT/GSD, the developer of the public parking garage on the East Parcel, $427 per
square foot of GBA for the Non-Residential core and shell costs, and $321,500 per unit
for Residential and West side parking structure core and shell costs. These costs include
a premium for State and Federal prevailing wage requirements and Measure JJJ
requirements. A project labor agreement will not be required.

3. The indirect costs are estimated at $11,307,000, of which $3,300,000 is the estimated
developer fee. The developer fee estimate is the maximum allowed by TCAC and LAHD
underwriting guidelines.

4, The financing costs are estimated to total $6,914,000. This estimate includes costs
related to $45,120,000 in TE Bonds. The Developer is also assuming approximately
three months in operating reserves and approximately six months in transition reserves
per HCD requirements.

The estimated development costs total $86,870,000, or $620,500 per unit. Approximately
$7,061,000 of the total costs have been allocated to the 7,720 square feet of Non-Residential
space, or $915 per square foot of GBA. The Residential component is estimated to cost
approximately $79,809,000, or $947 per square foot of GBA and $570,100 per unit.

Based on the proposed affordability restrictions, KMA estimates the maximum revenue
generated by the Residential component is $1960,100. This estimate assumes that the Project
will receive 68 project-based vouchers (PBV) from HACLA in the February 2022 round, and an 5%
vacancy and collection allowance.

The operating expenses are estimated at $9,065 per unit, which includes $500 per unit per year
for replacement reserves, $1,000 per unit in tenant services, and $16,000 per year for property
taxes. The general operating expenses estimated at $7,451 per unit is higher than the $6,400
per unit minimum for special needs projects in Los Angeles. In addition, the operations will
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support a $129,208 per year mandatory HCD payment for the MHP/VHHP loan, a $5,600 per
year issuer/trustee fees, and a $1 annual ground rent payment.

The stabilized net operating income is estimated to be $691,000.

The inclusion of the commercial space is in response to Coastal Commission requirement to
include some visitor-serving purposes in residential sites and from community engagement. The
Non-Residential space will be restricted with the following use restrictions for 55-years from the
Certificate of Occupancy (“CO0") as follows:

] The ground floor commercial space will be prioritized for small businesses, MBE-WBE
businesses, and/or micro-enterprises that provide small-scale, neighborhood and
visitor-serving retail;

] A small café/coffee shop type use has been included on the West Parcel facing the
Grand Canal; and

] Additionally, there is community art studio space on the East Parcel, facing the Grand
Canal.

Based on a review of current commercial rents in the Venice area and information provided by a
local broker, KMA found the commercial rents could range from approximately $30 to $60 per
square foot annually NNN. When just the commercial space on Pacific Avenue and the café are
taken into account, approximately 4,565 square feet, the potential gross income could range
from $136,950 to $273,900 per year, before vacancy allowance and asset management fees are
taken into account. However, given that the use restrictions have not yet been finalized and the
size of the space, KMA has determined that this component of the Project would not be able to
generate significant funding sources, especially once it is taken into account that the Non-
Residential Ground Lease will not be subordinated to any lender.

Financing Structure

The following summarizes the Developer’s proposed financing structure for the Project:
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TAX-EXEMPT BONDS
The following summarizes the proposed terms for the TE Bonds to be awarded by CDLAC and
issued by LAHD:

TE Bonds Taxable Tail \

Bond Amount — Construction $45,120,000 $19,076,000
Term 30 Months 30 Months
Interest Rate 3.75% 4.00%
Security Trust Deed, Subordinated to Ground Lease

Bond Amount - Permanent $5,488,000

Term 20 Years

Interest Rate 5.911%

Debt Coverage Ratio 1.15

Annual Debt Service $461,613

Security Trust Deed, Subordinated

to Ground Lease

FEDERAL TAX CREDIT EQuUITY

The following summarizes the anticipated federal tax credit equity to be generated by the

Project:
Eligible Basis $74,090,682
QCT/DDA Adjustment 130%
Applicable Fraction 100%
Applicable Percentage 4.00%
Total Federal Tax Credits $38,527,155
% of Gross Tax Credit Taken 100%
Syndication Value $0.90/Tax Credit
Net Tax Credit Equity $34,671,000
% Allocated During Construction 15%

It should be noted that $7,060,000 of the Net Tax Credit Equity proceeds will be used to fund
the Non-Residential component of the Project.

HCD LOANS AND GRANTS

The Developer plans to apply for a total of $38,264,000 in the Super NOFA that is due in June
2022. Based on the current pro forma, $30,764,000 will be funded from the MHP or VHHP
programs. The remaining $7,500,000 is proposed to be funded from the IIG program. It should
be noted that HCD released the Super NOFA and guidelines on March 30, 2022. KMA has not
had an opportunity to determine whether the Developer’s proposed HCD application will meet

2203020:LA;JLR
15865.007.048


Robin Rudisill


LAHD Loan Committee. March 30, 2022
Venice Dell Community — Loan Committee Report Page 10

the updated guidelines or how competitive the Project will likely be. None of the MHP/VHHP
loan will be available during construction while the 1IG funds will be available during
construction.

It should be noted that in order to be able to use the IIG funds, which are a grant, on eligible
basis items, the funds need to be loaned to the Project. As such, the Developer proposes to
provide a General Partner Loan in the same amount as the IIG grant. However, the Developer is
also proposing to receive a share of the 50% of residual receipts that is reserved for soft lenders.
Typically, developer’s do not receive a percentage of residual receipts for this funding source. If
the reason is to allow for the True Debt Test to be met, KMA recommends that such a payment
should be taken out of the Developer’s share of the residual receipts.

The Project will not be applying for funds from LACDA as the Project’s architect does not meet
the LACDA experience requirements.

The Developer has applied for $6,300,000 in HOME funds from the Affordable Housing Managed
Pipeline (AHMP). An estimated 100% of the AHMP Loan will be utilized during construction. It is
assumed that this loan will be repaid with a proration share of the 50% of residual receipts
payment with the other soft lenders. It should be noted that the Developer is assuming that
approximately $97,000 in interest will be accrued during the construction period will be added
to the AHMP Loan. It is KMA’s understanding that LAHD does not allow the interest on the
LAHD loans to accrue interest during construction.

The Developer plans to apply to the Federal Home Loan Bank for a $1,250,000 Affordable
Housing Program (AHP) loan, or $8,900 per unit in the March 2022 funding round.

The total developer fee is estimated at $3,300,000, which is the maximum allowed under the
TCAC underwriting guidelines. The Developer proposes to contribute approximately $800,000
of the developer fee. The net cash to be received by the Developer is $2,500,000, which is the
maximum allowed by the LAHD underwriting guidelines.
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Financial Gap Analysis (Attachment 1 — Table 3)

Based on the KMA analysis, the following estimates the financial gap associated with the
proposed Project:

Financial Surplus / (Gap) Analysis

Potential Funding Sources $86,870,000
(Less) Total Development Costs (86,870,000)
Financial Surplus / (Gap) 1]

Per Affordable Unit 1]

This analysis concludes that there isn’t a financial gap or surplus. Therefore, it is concluded that
the Project essentially requires free land to be feasible and a below market ground lease is

appropriate.

PROPOSED SOURCES AND USES

Acquisition /

Sources and Uses — Developer Assumptions

Residential Component

Acquisition /

Predevelopment

$3,273,000

Construction
$79,809,000

Predevelopment Construction Permanent
Predevelopment Loan $3,273,000 SO SO
TE Bonds 0 45,120,000 5,488,000
Taxable Tail 0 19,076,000 0
Federal Tax Credit Equity 0 5,201,000 34,571,000
HCD Loan — MHP/VHHP 0 0 30,764,000
HCD Loan - IIG 0 7,500,000 7,500,000
LACDA Loan 0 0 0
LAHD Loan 0 6,397,000 6,397,000
AHP Loan 0 1,250,000 1,250,000
Deferred Costs 0 0 0
Deferred Developer Fee 0 0 0
Contributed Developer Fee 0 800,000 800,000
Totals $3,273,000 $86,870,000 $86,870,000
Acquisition /
Predevelopment Construction Permanent
Acquisition Costs $50,000 $480,000 $480,000
Direct Costs 0 68,168,000 68,168,000
Indirect Costs 2,690,000 11,307,000 11,307,000
Financing Costs 533,000 6,914,000 6,914,000
Totals $3,273,000 $86,870,000 $86,870,000

Permanent
$79,809,000

Non-Residential Component

$7,061,000

$7,061,000
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AFFORDABILITY REQUIREMENTS

Ground Lease Regulatory Agreement

LAHD land disposition policy requires the land to be restricted with Health and Safety Code

income and rent requirements for 55 years that will not be subordinated to any financing, as

follows:
Income 1 Studio 1-Bdrm 2-Bdrm Total
Restriction  Restriction Units Units Units Units
Moderate Income HCD Schedule VII 89 25 22 136
89 25 22 136

City Entitlement Requirements

The Project entitlements through AB 1197 and AB 2162 require that 100% of the units be
income and rent restricted. As such, the following is a summary of what affordability
restrictions will be imposed on the property. These restrictions cannot be subordinated to any

financing for the 55-year term.

Income Rent Studio 1-Bdrm 2-Bdrm Total

Restriction  Restriction Units Units Units Units

Low Income HCD Schedule VI 89 25 22 136
89 25 22 136

Other LAHD Requirements

The following summarizes the expected HOME loan restrictions that will be placed on the

Project for 55 years from COO:

Income Rent Studio 1-Bdrm 2-Bdrm Total
Restriction  Restriction Units Units Units Units
Low HOME Rents TBD 42 15 11 68
High HOME Rents TBD 47 10 11 68
89 25 22 136

CDLAC Requirements

The following summarizes the requirements that the TE Bonds will place on the Project:

Income Rent Studio 1-Bdrm 2-Bdrm Total

Restriction Restriction  Units Units Units Units
60% AMI TCAC TCAC 36 10 9 55
Total Units 36 10 9 55
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TCAC Requirements

The following summarizes the requirement that TCAC will place on the Project for 55 years from
COO:

Income Rent Studio 1-Bdrm 2-Bdrm Total
Restriction Restriction  Units Units Units Units
30% AMI TCAC TCAC 42 15 11 68
50% AMI TCAC TCAC 47 10 11 68
Total Units 89 25 22 136
ISSUES AND CONCERNS

The following summarizes the issues outlined in the preceding analysis:

] At this time, the Public Parking Garage Agreement has yet to be executed by DOT/GSD
and the Developer. The structure needs to be ready to start construction within the
CDLAC/TCAC time frames since the east side of the mixed-use project cannot commence
construction until the parking garage is close to completion.

] The use restrictions that will be placed on the Non-Residential component have not yet
been clearly defined. This should be done as soon as possible to ensure the restrictions
will not interfere with the Project financing.

] Over $7 million of Tax Credit equity is being used to subsidize the Non-Residential
component that was essentially required by the California Coastal Commission.

Ll Developer earning residual receipts on the IIG grant. KMA recommends that any
payments on the loan from the General Partner to enable the 1IG funds to be spent on
eligible basis items should be made from the Developer’s share of the residual receipts.

Ll It is not clear what the marketing plan is for the Non-Residential component of the
Project and if the Developer plans to use local brokers to lease the space.

] The Developer has not advised the LAHD team how the replacement housing for the
three-bedroom unit will be dealt with as the Project currently does not include any
three-bedroom units.

] It is KMA’s understanding that LAHD does not allow the interest on the LAHD loans to
accrue interest during construction. Therefore, the Developer will need to defer
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approximately $97,000 of their Developer fee in order to enable the interest on the
LAHD loan to be paid during the construction period.

Borrower Risk

The LAHD Asset Management Group will provide a Background Check prior to the execution of
the Agreement.

Collateral Risk

The land will not be subordinated to any of the debt placed on the property. Therefore, the Site
will not be at risk of foreclosure.

Project Risk

The Developer has experience with similar projects and has a successful track record.

However, the PBV vouchers will only be guaranteed for 20 years. If the contract is not extended

therefore, the Project is expected to experience immediate negative NOI if this were to occur.

Given that the operating reserves would sustain less than one year of negative NOI, the Project

would need to change the focus from extremely-low income units.

Financing Risk

Given that obtaining TE Bonds, HCD and AHP funding sources is currently a competitive process,
there is considerable risk that the Project will not receive all of these funding sources in the first
attempt, and possibly not at all. There is also considerable risk that interest rates will rise
between now and the expected loan closing date. If any of these funding sources are not
awarded to the Project, the Project financial analysis should be revised. Also, the terms of the
ground lease may be an issue for the various lenders and Tax Credit Investor.

RECOMMENDATION

Recommend the approval of the Project subject to the following:

1. Approval of the attached Deal Terms (Attachment 1).

2. A final review of the construction costs prior to closing on the ground lease.
ATTACHMENTS

No. 1 Term Sheet

Background Check — To be provided later.
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