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MEMORANDUM
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Los Angeles Housing Department

From: Julie Romey
Date: May 19, 2022
Subject: Venice Dell Community — Section 7.27.3 Reuse Analysis

In accordance with Section 7.27.3 of the City of Los Angeles (“City”) Administrative Code
(“Section 7.27.3”), Keyser Marston Associates, Inc. (“KMA”) has prepared a reuse analysis
for the proposed transaction to ground lease the 93,860 square foot City-owned site
(“Site”) located on East Venice Boulevard, bifurcated by the Grand Canal, to Venice
Community Housing Corporation, a non-profit corporation, and Hollywood Community
Housing Corporation, a non-profit corporation (jointly considered the “Developer”).

The proposed mixed-use project is to include 140 residential units and 6,220 square feet
commercial space in two buildings (“Project”), which will be separated by the Grand
Canal. The Project will also include a 105-space parking garage for the use of the
residential and commercial tenants. The City’s Department of Transportation (“DOT”) will
develop, own and operate a 244-space public parking garage (“City Garage”) on a 21,620

square foot parcel (“DOT Site”) that will be ground leased to the Developer.

KMA reviewed the “Disposition and Development Agreement Key Terms and Conditions”
document (“Agreement”) that is to be executed by the City and Developer as well as the
updated pro forma for the proposed Project dated January 12, 2022. KMA has identified
the following City Conditions that have significant impacts on the land value:

1. Long-term affordability covenants that will restrict 136 of the units to households
earning 120% of the Los Angeles County area median income (“AMI”) or below;

2. State and federal prevailing wage requirements;
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3. The Project will be targeted to families, of which 50% of the affordable units are
to be set aside as permanent supportive housing (“PSH”) units for housing the
homeless and 34 units will have an artist preference;

4, Accessibility requirements; and

5. Additional costs incurred due to the proposed funding sources and California

Coastal Commission requirements.

The following summarizes the KMA findings and conclusions based on the analysis:

Fair Market Rent $136,097/Year
Residential Ground Lease Rent S1/Year
Commercial Ground Lease Rent 50% Residual Receipts
Fair Reuse Rent SO
(Residential and Commercial Components)
Conclusion The proposed Ground Lease Rent meets the

Section 7.27.3 requirement that the City will
receive at least the Fair Reuse Rent for the Site.

In 2016, the Site was identified as a potential site for permanent supportive housing has
been approved by Council Office 11 as an Affordable Housing Opportunity Site. In
response to a Request for Qualifications and Proposals (“RFP/Q”) issued by the CAO. The
City Council approved (Council File: 16-0600-5145) the selection of the Developer for the
purpose of creating a full development plan and negotiating terms of a DDA and/or
ground lease under an Exclusive Negotiation Agreement (“ENA”) dated January 12, 2017,
and the Developer provided a $50,000 good faith, no-refundable site control fee. After
several extensions, the ENA will expire on January 1, 2023.

The entitlements for the Project are nearing completion and approval of the two City
ordinances needed to implement the General Plan Amendment is anticipated to occur in
June 2022. The final step in the process, to have the Coastal Commission approve the
Coastal Permit, is anticipated to occur in July 2022.

The Site is currently improved with 196 surface parking spaces operated by DOT and one
multi-family residential structure that includes four units, which are managed by GSD. In
accordance with the Mello Act, the four units will be replaced in the Project.
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Section 7.27.3 allows LAHD to convey any interest owned or controlled by the City in any
real property below its fair market value, subject to the City Council making a finding that
the conveyance at the price with the terms and conditions imposed thereon serves a
public purpose. The following provides the appropriate findings:

On December 22, 2020, Gold Coast Appraisals, Inc. (“Appraiser”) provided a fair market
value appraisal for the Site plus the 21,620 square feet of land area that will be retained
by DOT for the City Garage at the highest and best use. The Site has an Open Space zoning
designation that allows for parks and recreation facilities, nature reserve, closed sanitary
landfill sites, public water supply reservoirs, and water conservation area. Therefore, the
highest and best use was determined to be a park and recreation facilities.

Based on the Comparable Sales Approach, the fair market value at the highest and best
use is estimated at $3,349,000, or approximately $29 per square foot of land. Assuming
only 93,860 square feet of the land area appraised will be conveyed to the Developer
through a ground lease, KMA applied the $29 per square foot land value estimated by the
Appraiser to the Site to arrive at a fair market value of $2,721,940 (“Fair Market Value”).
Currently, ground lease rates are typically set at approximately 5.00% of the fair market
value of the Site to establish the fair market ground rent. KMA estimates the Fair Market
Ground Rent for the Site to be as follows:

Fair Market Value $2,721,940
Ground Lease Rate ! 5.00%
Fair Market Ground Rent $136,097

1 The current ground rent rate is based on KMA’s experience with market rate ground lease transactions
in Southern California.
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In accordance with the Agreement, the Site will be leased to the Developer based on the
following ground lease terms:

Initial Term 55 Years

Extensions Four 11-Year Extensions

Residential Ground Rent S1/Year if Affordability Restrictions
are in Place

Commercial Ground Rent 50% of Commercial Residual Receipts
if Use Restrictions are in Place

KMA estimates the residential rent plus commercial residual receipts payments that the
City may receive during the term of the ground lease on a present value basis assuming
an 8% discount rate. It should be noted that the affordability and commercial use
restrictions are assumed to remain in effect throughout the 99 year ground lease period.

Projected Ground Lease Payments
over 99-Year Ground Lease Term

Residential Ground Rent S12
Commercial Ground Rent $2,660,000
Present Value of Total Estimated Ground Rent Payments $2,660,012

KMA reviewed the Agreement and the pro forma provided by the Developer dated
January 12, 2022 (Developer Pro Forma). The following are the terms and assumptions
that impact the value of the Site:

The mixed-use Project 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-level, 105-space
parking garage with three stories of residential/commercial improvements wrapping the
parking garage. The building on the east side of the canal will include the five level, 244-
space City Garage, which will be developed and financed in a separate transaction
between the City and the Developer. The Project will provide a total of 140 residential
units consisting of 136 affordable units of which 68 units will be PSH units and 34 units
will have an artist preference. The Project will also include 6,022 square feet of gross
commercial space that will be restricted to provide community benefits.
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With four units set-aside for on-site managers’ units, the remaining 136 units will be
restricted by the Agreement with the following income and affordability requirements for
55-years from the Certificate of Occupancy (“COQ”) as follows:

Income Rent Studio 1-Bdrm 2-Bdrm Total
Restriction  Restriction Units  Units Units Units
Moderate Income §50093 / §50053 / 89 25 22 136
Schedule VI Schedule VI
Total Units 89 25 22 136

In addition to the affordability restrictions that will be imposed on the Project by the
ground lease, the units will also be restricted by the City’s Transit-Oriented Communities
Tier 4 (“TOC Tier 4”) requirements, the HOME loan provided by the City, the State of
California department of Housing and Community Development (“HCD”) funding sources,
the federal low income housing tax credits (“4% Tax Credits”) allocated by the Tax Credit
Allocation Committee (“TCAC”), and the proposed tax-exempt bonds funded by the
California Debt Limit Allocation Committee (“CDLAC”). Since the most restrictive of the
affordability restrictions will be imposed, the proposed affordability level of the Project is
estimated at 40% of AMI.

The inclusion of the Commercial Component is in response to Coastal Commission
requirement to include some visitor-serving purposes in residential sites and from
community engagement. The Commercial Component will be restricted with the
following use restrictions for 55-years from the Certificate of Occupancy (“COQ”) as

follows:

Est. Leasable Area
Intended Use

Priorities

Rent Restrictions

Commercial Space West of Canal
3,065 Sf
Commercial & Restaurant
Tenants
Small businesses, MBE-WBE
businesses, and/or micro
enterprises that provide small
scale, neighborhood, and visitor-
serving retail
N/A

Commercial Space East of Canal
2,875 Sf
Commercial Art Studio Space

Small businesses, MBE-WBE
businesses, and/or micro
enterprises that provide small
scale, neighborhood, and visitor-
serving retail
Limited to an amount equal to
actual occupancy costs such that
the net rent is effectively SO.
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The Site is currently including an existing residential multi-family building with four units
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. The four-plex will be replaced
in the Project. 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 Project will incur federal Davis Bacon and State of California prevailing wages as
required by Project funding sources and Measure JJJ labor requirements related to a
skilled and trained workforce will also be required due to the General Plan Amendment.
Itis assumed that the Project will not be required to enter into a Project Labor Agreement.

A certified access specialist (“CASp”) will be retained for the Project, and a CASp certificate
of inspection will be issued prior to Certificate of Occupancy (“CO0”). For COO issuance,
the Project shall meet all LADBS’ Disabled Access Services requirements; at least 11 % of
all units will comply with the Uniform Federal Accessibility Standards (“UFAS”)
requirements for mobility accessibility and at least 4% of the units will comply with the
UFAS requirements for visual accessibility and hearing accessibility.

The 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 to
mitigate risks during demolition.

It is anticipated that Venice Community Housing Corporation will provide 3.4 full-time
equivalents (“FTE”) for Intensive Case Management Services (“ICMS”) and 1.6 FTE for
Service Coordination (“SC”) for a total of five full-time staff. The services will be provided
with offices on-site, as well as multiple services partners, providing comprehensive,
integrated services and support for tenants; appropriate clinical supervision and other
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oversight will also be provided onsite. Community rooms for services, activities and other

tenant amenities and a community arts center.

The onsite SC will provide the following services:

= (Coordinate onsite therapeutic and community groups for housing support and

stability, mental health support, harm reduction and recovery.

=  Qversee volunteer coordination and in-kind donations for on-site services and

develop a tenant council.

= Assist tenants with employment and educational pursuits, accompany tenants to

appointments, assist with rental subsidy compliance and be a liaison with Property

Management.

= Support Case Managers.

The estimated increase in development costs to be incurred by the Developer as a result

of the City Conditions outlined above are estimated as follows:

Estimated Increase in Development Costs Due to Requirements

Prevailing Wage $7,856,000
Requirement

Improved Property 996,000
Accessibility Requirements 1,047,000
Target Population 557,000
Upgrades due to Funding 1,386,000

Source Requirements

Developer Fee / Subsidy 4,7577,000
Sources

Assumes approximately 15% increase in
construction costs.

Includes $400,000 for relocation costs,
$596,000 for demolition/remediation
costs.

Assumes approximately 2% increase in
construction costs.

Includes increase for furnishing PSH units
and requirement amenities. Also includes
transition reserve for the event the PSH
rental subsidy is not available or not
renewed after 20 years.

Assumes approximately 3% increase in
construction costs plus $345,000 for solar
improvements.

Assumes an increase in contractor
general requirements, overhead/profit,
insurance due to the requirements of the
TCAC program; $436,000 increase in
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TCAC program; various fees associated
with affordable housing funding sources.

Delays Due to Financing 583,000 Includes interest paid on the
predevelopment loans and other holding
costs over the several year delay.

Total Estimated Increase $17,182,000 $122,700/Unit

in Development Costs

This estimated increase in development costs is approximately 20% of the total estimated
development costs.

In addition to the increase in development costs, the City Conditions impose significant
long-term affordability and use restrictions on the Site, which also cause a large impact
to the land value, as follows:

Estimated Loss in Residential Revenue Due to Requirements

100% Market Rate Rents $4,931,982 The weighted average market rent in the
Venice neighborhood that could be
achieved by the Project is estimated at
$3,097/Unit/Month. Assumes a 5%
vacancy and collection allowance and
$15/Unit/Month for miscellaneous
income.

Proposed Rent Restrictions $2,209,412 The restricted rents average
$1,302/Unit/Month including 68 PBV
subsidy. Assumes a 5% vacancy and
collection allowance and $5/Unit/Month
for miscellaneous income.

Total Estimated Loss in $2,722,570 $1,632/Affordable Unit/Month

Residential Revenue

Therefore, the affordability restrictions result in a 55% decrease in effective gross income
anticipated to be generated by the Residential Component.

Furthermore, the net operating income (NOI) resulting from affordability restrictions
imposed on the Project would generate approximately $14,466,000 in conventional debt
and equity if financed through the private capital markets.? This would be insufficient to
cover the development costs of the Project and would result in an infeasible project.

2 Based on a 6.5% return on investment.
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However, the Project’s affordability restrictions and requirements allow the Project to
access below market public funding sources. Thus, the Project can obtain approximately
$86,870,000 in public funds which can be used to off-set the increase in development
costs and create a feasible project.

The City Conditions also impose long-term commercial use restrictions on the Site that
cause an impact to the land value, as follows:

Estimated Loss in Commercial Revenue Due to Requirements

100% Market Rate Rents $268,494 Average potentially achievable market
rent in the Venice neighborhood is
estimated at $48/Sf/Year. Assumes a
vacancy and collection allowance of
10%.3

Proposed Rent Restrictions $122,600 Weighted average rent due to the City
Conditions is estimated at $26 per Sf.
Assumes a vacancy and collection
allowance of 20%.

Total Estimated Loss in $145,894 $25/Sf/Year

Commercial Revenue

Therefore, the commercial use restrictions result in a 54% decrease in effective gross
income anticipated to be generated by the Commercial Component.

Furthermore, the NOI resulting from the commercial use restrictions imposed on the
Project would generate approximately $1,635,000 in conventional debt and equity if
financed through the private capital markets.* This would be insufficient to cover the
development costs of the Commercial Component and would result in an infeasible
project. However, the Project’s affordability restrictions generate a total of $34,671,000
in Tax Credit equity, of which the Commercial Component is able to obtain approximately
$6,261,000 for the Tax Credit equity proceeds and $800,000 from the Developer’s
contribution of Developer fee. As such, the Commercial Component is feasible.

3 Based on Marina Del Rey/Venice Retail Submarket Report by CoStar for the first quarter of 2022.
4 Based on a 7.5% return on investment.
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Conceptually, the Fair Reuse Value is equal to the difference between the estimated
Project costs assuming the restrictions imposed on the Site, including a reasonable
developer profit, and the amount of outside investment that can be supported by the
Project’s economic characteristics. The following fair reuse valuation analysis of the Site
is based on the terms and restrictions detailed in the Agreement and the developer Pro
Forma.

The Developer provided a 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 and the funding sources proposed. The following
summarizes the estimated development costs that consider the City Conditions imposed
on the Site:

Estimated Total Development Costs

Acquisition Costs $480,000 Includes xxx
Direct Costs 68,168,000 S$/SfGBA
Permits & Fees 1,359,000 $/Unit
Developer Fee 3,300,000 Developer will net $2,500,000 after
$800,000 contribution to the Project.
Other Indirect Costs 6,649,000 Xx% of Direct Costs
Capitalized Reserves 888,000 S$/Unit
Financing Costs 6,026,000 S/Unit
Total Development Costs $86,870,000 S /SfGBA
Residential Component $79,809,000 $570,100/Unit
Commercial Component $7,061,000 $1,173/Sf Commercial

The following summarizes the effective gross income (EGI) that takes into account the
affordability restrictions that will be placed on the Site as well as the 68 Project Based
Vouchers (PBVs) that will be provided by the City’s Housing Authority.

Stabilized Effective Gross Income Calculation
Scheduled Gross Income $1,211,772 68 Units restricted to 30% AMI /
Homeless households; 68 Units restricted
to 50% AMI households.
Section 8 Premium 843,324 68 PBV overhang
Miscellaneous Income 8,160 S/Unit/Month
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Gross Potential Income $2,063,256
(Less) Vacancy Allowance (103,163) 5% of GPI
Effective Gross Income $1,960,093 $1,167/Restricted Unit/Month
2205009 ARH018
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The following summarizes the proposed operating expenses:

Stabilized Total Operating Expenses Calculation

General Operating Expenses $1,043,110 $7,451/Unit

Property Taxes 16,000 Allowance for Assessments
Tenant Services 140,000 $1,000/Unit

Minimum HCD Payment 148,589

Replacement Reserves 70,000 S$500/Unit

Total Operating Expenses $1,417,699 $10,126/Unit

The following reduces the EGI by the calculated operating expenses to arrive at the
stabilized Net Operating Income (NOI) for the Residential Component:

Net Operating Income Calculation

Effective Gross Income $1,960,093
(Less) Operating Expenses (1,417,699)
Net Operating Income $542,394

It should be noted that if the Project does not have the 68 PBVs to subsidize the
operations of the Project, the NOI would be approximately negative $258,800. In that
case, the Project would not support any conventional financing.

The following summarizes the EGI that takes into account the use restrictions that will be
placed on the Site as well.

Stabilized Effective Gross Income Calculation — Residential

West Commercial Use (NNN) $153,250 S$50/Sf/Year

East Commercial Use (NNN) 0 $0/Sf/Month

Gross Potential Income $153,250

(Less) Vacancy Allowance (30,650) 20% of GPI

Effective Gross Income $122,600 $21 /SfGLA / Month

It should be noted that the Project will be constructed on an unsubordinated ground
lease. In that case, due to the size of the Commercial Component and the City use
conditions, the Project supports little to no conventional financing. In addition, the
Commercial Component will not be underwritten by the tax-exempt bonds.

The Project plans to obtain the following permanent funding sources to finance the
Project:

2205009 ARH019
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Totals Description
Tax-Exempt Bonds $5,488,000 Assumes an allocation by CDLAC, 5.911%

interest rate and, 1.15 debt coverage
ratio, 20 year term. Commercial income
will not be included for the sizing of the
bonds.

4% Tax Credit Equity 34,671,000 $247,650/Unit equity investment

LACDA — AHMP Loan 6,397,000 S$47,000/Affordable Unit

HCD — MHP 30,764,000 $219,743/Unit

HCD - 1IG 7,500,000 S53,571/Unit

FHLB AHP Loan 1,250,000 $18,382/PSH Unit

Contributed Developer Fee 800,000 Results in a $2,500,000 net Developer Fee

Deferred Developer Fee 0
Total Funding Sources $86,870,000
Residential Component $79,809,000
Commercial Component $7,061,000

$836/Sf GBA, $620,500/Unit
$570,100/Unit
$1,173/sf GLA

The supportable land value for the Project required to be developed under the Agreement

and Developer Pro forma, is calculated as follows:

Fair Reuse Value Calculation

Residential Commercial Total
Component Component Project
Total Funding Sources $79,809,000 $7,061,000 $86,870,000
(Less) Development Costs (79,809,000) (7,061,000) (86,870,000)
Fair Reuse Value / (Financial Gap) S0 sSo sSo
Fair Reuse Ground Rent Calculation
Residential Commercial Total
Component Component Project
Fair Reuse Value SO SO SO
Ground Rent Rate 5% 5%
Fair Reuse Ground Rent S0 So sSo

Thus, it is concluded that the Project cannot support an annual ground rent payment.

This is a $136,097 decrease in ground rent from the estimated Fair Market Ground Rent

due to the City Conditions that will be placed on the property. Therefore, the City is

providing a below market rate residual receipts payment for the Commercial Component

and a $1 per year flat annual rent payment for the Residential Component.
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Section 7.27.3 also requires an explanation as to what public benefits will be generated
due to the ground leasing of the Site, with reference to all supporting facts and materials
relied upon in making the explanation.

As previously discussed, if a 140 unit multi-family project were to be restricted so that
approximately 50% of the units will house homeless individuals and the remaining 50% of
the units is restricted to very-low income households, the Project will not be feasible if
required to pay rent for the Site. In order to finance the proposed Project, it has been
necessary to obtain approximately $79,809,000 in outside funding from Federal, State,
County and City sources. In contrast, the private market would have only provided
approximately $14,466,000. At this time, there are no additional outside funding sources
available to pay the Fair Market Ground Rent for the Site.

In addition, the City Conditions will restrict the use of the Commercial Component to small
businesses, MBE-WBE businesses, and/or micro enterprises that provide small scale,
neighborhood and visitor-serving retail, which is expected to increase the vacancy and
collection rate. In addition, the City Conditions restrict the rent on the art studio space
to the operating expenses, and nearly 50% of the Commercial Component will not
generate income. Since the private market could potentially provide up to approximately
$1,635,000 in debt and equity to the Project, it is unlikely the Developer would be able to
obtain the commercial loan since the City’s ground lease will be unsubordinated. Due to
the affordability restrictions generating Tax Credit equity, the Commercial Component
can be financed.

In summary the KMA analysis has made the following findings:
1. The Fair Market Ground Rent for the Site is $136,097 per year.

2. The proposed Ground Rent for the Site is $1 per year for the Residential
Component and 50% of residual receipts for the Commercial Component.

3. The most significant City Conditions that impact the value of the Site include:

a. Long-term affordability restrictions;
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b. An improved Site that requires demolition and relocation costs to be
incurred;
C. Prevailing wages and Project labor agreement requirements;
d. Population targeted to homeless individuals;
e. Commercial uses restricted to preferred tenants and the artist studio rents

will be restricted to effectively SO; and
f. Accessibility requirements.

4, Based on the City Conditions that increase the development costs and the
affordability and use restrictions, the Fair Reuse Rent is estimated to be SO per
year for both the Residential and Commercial Components.

5. The ground leasing of the Site will provide 136 units restricted to extremely- and
very-low income households for at least 55 years. In addition, the Commercial
Component will be restricted to small businesses, MBE-WBE businesses, and/or
micro enterprises and artists. The proposed residential and commercial
restrictions justify conveying the Site for less than the Fair Market Rent.

Based on the findings included in this analysis, KMA concludes that while the City will not
receive the current Fair Market Rent of the Site, the proposed Ground Rent is higher than
the estimated Fair Reuse Rent once the City Conditions are taken into account. Thus, the
conveyance of the Site at the proposed Ground Rent complies with the requirements
outlined in Section 7.27.3.
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