CITY COUNCIL COMMITTEE

SPECIAL MEETING

HOUSING & ECONOMIC DEVELOPMENT

Dan Helix, Chair
Ron Leone, Committee Member

5:30 p.m., Monday, November 30, 2015

Building A, Garden Conference Room
1950 Parkside Drive, Concord

ROLL CALL

PUBLIC COMMENT PERIOD

1. REVIEW -the Inclusionary In-lieu Fee Residential Nexus Analysis. Report by Joan Ryan,
Senior Planner.

2. CONSIDERATION - of the Request by Eden Housing to Refinance an Existing Affordable
Housing Loan of $3,431,816 and Obtain a New Loan in the amount of $1,286,312 to Repair
and Renovate Two Apartment Complexes at 1121 Virginia Lane and 1140 Virginia Lane to
preserve 91 existing Affordable Housing Units (Affordable Housing Fund). Report by John
Montagh, Housing and Economic Development Manager.

3. ADJOURNMENT

In accordance with the Americans with Disabilities Act and California Law, it is the policy of the City of Concord to offer its public
programs, services and meetings in a manner that is readily accessible to everyone, including those with disabilities. Ifyou are disabled
and require a copy of a public hearing notice, or an agenda and/or agenda packet in an appropriate alternative format; or if you require
other accommodation, please contact the ADA Coordinator at (925) 671-3361, at least five days in advance of the meeting. Advance
notification within this guideline will enable the City to make reasonable arrangements to ensure accessibility.
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AGENDA ITEM NO.

REPORT TO COUNCIL COMMITTEE ON
HOUSING AND ECONCOMIC DEVELOPMENT

TO HONORABLE COMMITTEE MEMBERS:

DATE: November 30, 2015

SUBJECT: INCLUSIONARY IN-LIEU FEE RESIDENTIAL NEXUS ANALYSIS

Report in Brief

On January 5, 2015, the Housing Element Update 2014-2022 (Update) was adopted by the City
Council. The Update included a number of new policies to remove barriers and encourage development of
more affordable housing. Since the loss of Redevelopment in 2012, the creation of new affordable housing
units has been more difficult to achieve for local jurisdictions. Program H-1.5.8 within the Update identified
an implementation program for 2015 to “prepare an update to the Nexus Study for the City’s Housing In-Lieu
Fee and adopt a new fee rate based on the updated study.” The City engaged Keyser Marston Associates, Inc.
in August 2015 to prepare an updated residential nexus analysis and financial feasibility analysis (Study).
Staff will share the early findings of the Study with the Housing and Economic Development Committee
(Committee) and requests the Committee’s input prior to consideration of the Study by the City Council in
December 2015.

Staff recommends the Committee review the report and provide a recommendation to the City
Council increasing in the inclusionary in-lieu fee as follows: 1) For ownership units — Modify the in-lieu fee to
a scalable fee using dollars/square foot and set the initial fee at $10/sq. ft. per market rate unit; 2) For rental
units — Implement the in-lieu fee through a phased approach starting initially with a $4/sqg. ft. fee that is
triggered once 600 multi-family units are constructed within the City, with increases to the fee over time.

Background

The City’s Inclusionary Housing Ordinance was adopted in 2004 to facilitate the development of
housing affordable to low and moderate income households within the City. The Inclusionary Housing
Ordinance is one of the tools the City uses to implement the General Plan Housing Element policies and
programs pertaining to the need for housing affordable to persons of very low, low and moderate income.
The Ordinance directs that all new residential ownership projects shall either (1) include the minimum number
of inclusionary housing units required (summarized later in “Discussion”) or (2) if eligible, pay the in-lieu
affordable housing fee determined pursuant to Section 18.185.040(D) of the Inclusionary Housing Ordinance.
In 2004, the in-lieu affordable housing fee was initially set at $17,660 per unit. On September 28, 2010, given
the significant downturn of the housing market during the recession, the City Council re-examined the fee.
The Council reduced the inclusionary fee at that time to $5,043 per unit for ownership projects, and suspended
rental inclusionary housing requirements as recessionary relief for residential projects.

Home prices and rents have been growing within the City over the last several years. Average home
prices in Concord have increased from $351,000 (June 2010) to $530,000 (June 2015) an increase of 51%
over the five years. Rents have seen similar increases, in particular over the last two years, with average
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apartment rents increasing from $1,318 (Q2, 2013) to $1,625 (Q2, 2015) an increase of 23%". A recent U.C.
Berkeley study that looked at displacement rates for affordable housing, states that lower income renters have
been displaced in Concord as prices and rents have increased over the last three years. In particular, there is
demand for affordable housing close to transit services.

Discussion

The City’s Inclusionary Housing Ordinance requires residential developers of single family or
multifamily ownership projects to sell a specified amount of the new housing produced at a rate that is
affordable for low or moderate income households. The Ordinance requires either (a) 10 percent of all
housing units within a development be sold at a rate that is affordable for moderate income households, or (b)
6 percent of all units be sold at a rate that is affordable for low-income households. Alternatively, the
Ordinance also allows an option for developers of projects less than 20 gross acres in size to pay a fee, in-lieu
of providing the required inclusionary units. For example, a 20-unit development would currently incur a fee
of $100,860 (20 units x $5,043). The affordable housing in lieu fee is placed in the City’s Housing fund, and it
is used to support the City’s affordable housing program that maintains or assists in the production of
affordable housing units.

Keyser Marston Associates prepared a comparison of Concord’s affordable housing requirements
with five other jurisdictions selected jointly with staff (Pleasant Hill, Dublin, Martinez, Walnut Creek and
Contra Costa County). The results summarize the inclusionary requirements for each City, including the
current in-lieu fee, and any on-site requirement (Attachment 1).

Concord’s current fee is lower than most comparable cities, but the methodologies for each program
vary widely. For example, Pleasant Hill and Dublin base their fee on the number of affordable units required,;
the in lieu fees range from $127,061 to $271,350 per affordable unit owed. These fees once calculated are
then distributed among the total market rate units as a fee, typically at issuance of the building permit. Other
cities such as Walnut Creek, base their fee on the square footage of the market rate unit (less garages) to
provide more equity among different types/sizes of projects. The current fee in Walnut Creek for projects of
10 or more units is $15 per square foot. The in-lieu fee for a 20-unit project of 2,000 sq. ft. (avg.) homes
would then be $30,000 for each (market rate) unit, or $600,000 for the 20-unit project. Concord’s fee is based
on the number of market rate units in a project and is currently $5,043 per ownership unit (house or condo).

Ownership vs. Rental

Among_the five jurisdictions studied, four jurisdictions (excepting Martinez) have a formal program
with an inclusionary requirement for ownership units. Of those five, only Walnut Creek and Dublin are
currently requiring rental developments to comply with affordable housing obligations. The County, Martinez
and Pleasant Hill have suspended their inclusionary housing programs for rental developments, due to
previous legal suits (Palmer/Sixth Street Properties L.P. v. City of Los Angeles, 175 Cal. App. 4t 1396
(2009)).

Since Palmer, many Cities have undertaken nexus studies to provide the basis for establishing a
housing impact fee for rental housing development as well as ownership development. The City of

! Real Facts, which surveys apartment buildings of 50 units or more (36 in Concord).
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Fremont recently established its housing impact fee at $19 per square foot for both rental and ownership
housing. The City of Concord’s Ordinance states that rental projects are subject to inclusionary
requirements at the same set-aside percentage as ownership units (but at 10% low or 6% very low
income levels), but only if negotiated and the project: 1) receives a direct financial contribution from the
City or any other form of assistance; or 2) is subject to a development agreement.

Residential Nexus Analysis

The residential nexus analysis is based on the premise that construction of new housing units results in
new expenditures by those households on goods and services throughout the local economy. This leads to the
generation of new jobs, many of which are at lower compensation levels, resulting in the need for housing
affordable for lower income households (Attachment 2). The City’s consultant in coordination with staff
identified five prototype residential projects to represent typical projects within the City in the recent past or
anticipated in the near future. These are intended to reflect the range of average or typical residential projects
in Concord rather than any specific project (Attachment 3). The prototypes include: 1) Single Family, Large
Lots; 2) Single Family, Small Lots, 3) Condominiums; 4) High Density Apartments; and 5) Medium Density
Apartments.

The nexus analysis, using the prototypes and sales prices/rent levels, determined the maximum impact
fee levels and supported inclusionary percentages (Table 2). The nexus analysis results indicate that the City’s
current program to set aside 10% of units for Moderate income households or 6% for Low income households
is fully supported by the need created for affordable housing.

Financial Feasibility Analysis

A financial feasibility analysis was also undertaken by the consultant, whereby a residual land
value analysis was prepared for the five prototype developments that estimates the land value supported
by the market values of the prototypes. The analysis takes into account current development costs,
including construction costs, permits & fees, other indirect costs, financing terms and an adequate profit
level for the developer. The analysis demonstrates what prototypes are feasible currently and models the
impact of fees and construction of onsite units.

The financial feasibility analysis (Attachment 4) modelled six scenarios including: 1) the base
case scenario representing the City’s current inclusionary in-lieu fee of $5,043 per ownership unit; 2) a
second scenario modelling the City’s former requirement of $17,660 per unit; 3) the third scenario
representing the City’s on-site requirement that 10% of units be sold to moderate-income households;
4) the fourth scenario modelling a fee of $10 per square foot, where the total fee amount would increase
with the size of the unit; 5) For rental only — a fifth scenario examined an increase in rental rates of 5 to
8 percent over today’s levels, based on the consultant’s determination that this is the increase required to
support feasible development (this assumes costs remain the same); and 6) For rental only — the sixth
scenario estimated the impact of construction costs increasing by 10 percent, designed to reflect a
project paying prevailing wages for construction.
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The findings concluded that the City could either (1) increase its inclusionary fee to the prior fee
level ($17,660) on single family detached units, or (2) establish a $10 per square foot fee, or (3) require
on-site units, without significantly impacting the pace of development of single family homes. While
the findings showed that there are some signs that the multi-family market is stronger in Concord than in
prior years, the analysis concluded that new development of multi-family projects are just on the brink
of financial feasibility. This finding corresponds with the fact that Concord has not yet seen the
development of new rental housing projects.

As a result, the consultant recommended a modest affordable housing impact fee for rental
housing projects that would be phased-in over a period of time and linked to increased development
activity. One approach may be to consider an initial affordable housing in-lieu fee for rental housing of
$4-$5/ square foot of living area, once building permits for 600 units of multifamily rental development
within the City have been issued, and increase that fee as market rates and development activity
increases, as shown in Table 3 below. The threshold of 600 units was set based on three average size
projects being built; this could include Renaissance (179), Concord Village (230) and one additional
project, a number of which are in the pre-development stage.

Table 1
Phase in Example for
Inclusionary Rental Fees

In-Lieu Fee Building Permits
(per Square Foot)
$4 600
$6 800
$8 1,000
$10 1,200

A number of multifamily rental projects in the downtown are in the development pipeline queue
and are not expected to be subject to the rental fees. Renaissance Phase 2 (179 units) currently has
submitted for building permits. Concord Village (230 units) has submitted an application and has begun
the entitlement process. Project interest on at least three other downtown sites are in the due diligence
phase and could result in future applications during 2016. The recent interest and activity for
developing new market rate multi-family units in the downtown is certainly encouraging. Technical
memos prepared in 2013 in conjunction with the Downtown Specific Plan made it clear that a majority
of the City’s multifamily units in the downtown at that time were renting at prices that were considered
affordable, compared to the City at large and within the County overall. The report showed that
Concord has a need for more market-rate housing development to help spur downtown retail and
economic vitality. One of the primary reasons the City had not seen new multifamily development in
the downtown was that the market rents were too low to justify the cost of construction and land values
for new developments. Based on planning applications and inquiries, this is beginning to turn the corner
as Concord rents increase.

While staff is sensitive to not negatively impacting the pace of new housing development, the
need for affordable housing has steadily increased as rents have increased by 23% in the past two years.
Staff recommends that the Committee consider implementation of a modest fee for multi-family
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development after a significant number of new rental units are constructed. Then, adopt an
implementation schedule that would increase the in lieu affordable housing fee as development
momentum increases, ensuring more affordable housing is provided along with market rate housing..

City’s Reqgional Housing Needs Allocation

As a reminder, the City’s Regional Housing Needs Allocation for 2014-2022 is shown below.
These are the number of units the City must plan to accommodate during that Housing Element period.

Income Category Projected Need
Extremely Low (0-30% of AMI) 399
Very Low (31-50% of AMI) 399
Low (51-80% of AMI) 444
Moderate (81-120% of AMI) 559
Above Moderate (over 120% of AMI) 1,677
Total Units 3,043

Next Steps

Staff requests comments and direction from the Committee based on information provided by the
residential nexus analysis provided and financial feasibility information. Staff requests that a recommendation
on modifications to the existing Inclusionary Housing regulations be moved to the City Council in
December/January, with any modifications or enhancements desired.

Public Contact

The agenda item was posted. Residential developers with an interest in the City and affordable
housing advocates have been notified.

Staff Recommendation

Staff recommends the Committee review the report and materials provided and recommend the City
Council increase in the inclusionary in-lieu fee as follows: 1) For ownership units — Modify the in-lieu fee to a
scalable fee using dollars/square foot and set the initial fee at $10/sqg. ft. per market rate unit; 2) For rental
units — Implement the in-lieu fee through a phased approach starting initially with a $4/sq. ft. fee, triggered
once 600 multi-family units are constructed within the City, with increases over time per Table 1 (page 4).

Prepared by:  Joan Ryan, AICP
Senior Planner
joan.ryan@cityofconcord.org
2 a
£

J rogan Reviewed by: Laura Simpson
puty City Manager Planning Manager
Jovan.grogan@cityofconcord.org Laura.simpson@cityofconcord.org
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Attachment 1 — Comparison of Inclusionary Housing Requirements in Nearby Jurisdictions
Attachment 2 — Summary of Preliminary Nexus Results

Attachment 3 — Market Rate Residential Prototypes

Attachment 4 — Summary of Feasibility Analysis

HED 112315 Staff Rpt — Residential Nexus Study
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AGENDA ITEM NO.

REPORT TO COUNCIL COMMITTEE ON
HOUSING & ECONOMIC DEVELOPMENT

TO HONORABLE COMMITTEEMEMBERS:

DATE: November 30, 2015

SUBJECT: CONSIDERATION OF REQUEST BY EDEN HOUSING TO REFINANCE AN
EXISTING AFFORDABLE HOUSING LOAN OF $3,431,816 AND OBTAIN A NEW
LOAN IN THE AMOUNT OF $1,286,312 TO REPAIR AND RENOVATE TWO
APARTMENT COMPLEXES AT 1121 VIRGINIA LANE AND 1140 VIRGINIA
LANE TO PRESERVE 91 EXISTING AFFORDABLE HOUSING UNITS (Affordable
Housing Fund)

Report in Brief

Eden Housing, a nonprofit affordable housing developer, owns two apartment buildings in Concord
located at 1121 and 1140 Virginia Lane off of Monument Boulevard that contain a total of 91 units. The
apartment buildings, previously known as Golden Glen and Maplewood Apartments respectfully, are together
referred to as Virginia Lane Apartments. These apartments are currently income restricted to provide housing
at below-market rents to qualified residents through regulatory agreements. In 1999 and 2006, the City
provided housing rehabilitation loans to Eden Housing to acquire and rehabilitate the properties, which
improved and increased the City’s affordable housing stock. A current balance of $3,431,159 is owed to the
City from these previous loans.

At this time, Eden Housing is requesting new funding from the City’s affordable housing fund (non-
general fund) in the amount of a $1,286,312 loan to undertake substantial rehabilitation of the Virginia Lane
properties. These funds would be used to leverage an additional $14,748,816 in investments from other
financing sources including tax credits financing, Contra Costa County housing funds and differed developer
fee contributions. These funds would be used to undertake significant building maintenance and repairs
including drainage, building facade work and seismic upgrades.

The City’s Housing Program staff and financial consultant (Seifel Consulting) have reviewed the
proposed scope of work, associated financing, and have toured the two properties. Based on this due
diligence, staff recommends that the City Council approve the requested $1,286,312 million loan to Eden
Housing and require Eden to enter into a new regulatory agreement requiring the 91 units to remain affordable
for a 55 year period. The refinance and the new loan terms will be negotiated including interest rate.

Staff requests the Committee’s direction on the proposed refinancing and loan request. If approved by
the Committee, staff will move the recommendation to the City Council for consideration at its December 8,
2015 meeting.
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Background

The City’s Housing Element policies (H-2.1) clearly support the conservation and rehabilitation of the
existing housing stock through a balanced program of code enforcement and property improvements when
and where appropriate. The Housing Element includes an associated program (H.2.1.1) directing the use of
public funds to provide assistance in the form of loans or grants to support the rehabilitation and conservation
of deteriorated multi-family developments.

The property located at 1121 Virginia Lane was built in 1970 and 1140 Virginia Lane was built in
1964. Eden Housing’s involvement with Virginia Lane apartments began in the late 1990s. At the time, Eden,
with a loan from the City, moved forward with acquisition and rehabilitation of the two properties in 1999.
During construction, Eden ran into unforeseen repairs and deferred maintenance. Eden took measures to defer
certain work as well as seek additional funding and cut its own developer fees to address most of the
significant repairs in order to provide decent and safe housing for tenants at the two apartment complexes.

Over the course of its ownership, Eden has continued to address repairs at the two buildings. Given
that the buildings are approximately 50 years old, the buildings are due for a substantial rehabilitation that will
comprehensively restore the integrity of the buildings envelope, address potential seismic and code violations,
enhance the efficiency and operation of the major systems, recapitalize reserves, and improve the residents’
quality of life.

Both apartment buildings provide below-market rents to income qualified residents. As a part of the
rehabilitation of Virginia Lane Apartments, Eden Housing is applying for Housing Opportunities for Persons
with AIDS (HOWPA) funds from the County. These units would be reserved for fragile populations suffering
from health conditions that qualify under the HOPWA program. Additionally, there is an application to the
County for HOME funding, which is a federal block grant funding source. The following table provides a
breakdown of the affordability levels and type of tenants provided housing at the Virginia Lane apartments.

Number of | Quantity Affordability
Bedrooms Level
(Area Median
Income)
1 4 30%
2 6 30%
2 3 40%
1 28 50%
2 36 50%
2 12 60%
1 2 Manager’s Units
Total 91
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Discussion

City staff retained the services of Seifel Consulting to assist in review of the proposed scope of work
for the repairs to the Virginia Lane properties and review the proposed cost of the repairs as well as Eden’s
proposed funding sources. The overall goal of Seifel’s work was to obtain a better understanding of the
proposed project and provide a recommendation to the City on the project’s viability to preserve the units as
affordable for years to come.

The total budget for this rehabilitation project is approximately $19 million and includes
refinancing the existing loans and proposed development with a new allocation of low income housing
tax credits and tax exempt bonds. Existing soft debt from the City of Concord, the County, and the State
of California will remain in place. The non-City sources of funds are as follows:

Tax Exempt Bank Permanent Loan

$ 1,978,000.00

HCD - MHP - Assume/Recast

$ 1,414,580.00

Contra Costa County - Assume/Recast $ 425,029.00
New County HOPWA $ 1,030,000.00
New County HOME $ 503,750.00
General Partner Equity $ 30,333.00
Income from Operations prior to Conversion $  302,936.00
Deferred Developer Fee $  267,573.00

General Partner

$ 1,249,243.00

$ 7,547,372.00
$ 14,748,816.00

Limited Partner (LIHTC Equity)
Total "Non-City" Contributions

With the total non-city funds of $14.7 million plus City’s existing loan of $3.4 plus the proposed
City contribution of $1.3 equals the total approximate cost of the rehabilitation project of $19 million.

Eden plans to apply for tax exempt bonds and four percent low income housing tax credits in
December 2015. These funds are not competitive and the rehabilitation is expected to commence by June
2016. Given recent statewide changes in the low income housing tax credit (LIHTC) program, Eden can
maximize the potential amount of investment from LIHTC if it is able to apply for tax credits by December
15, 2015.

In order for Eden to obtain bond financing, they approached Contra Costa County staff to issue the
bonds on their behalf. County staff stated they are willing and able to take on this request. In order for the
County to facilitate the bond financing of Eden’s project, the County requests the City Council’s
acknowledgement that the County would be the issuers of these bonds through adoption of a resolution. The
City would not accrue any liability or responsibility for the issuance, administration or repayment of the
bonds, and the adoption of a resolution would not obligate the City or any department to take any action in
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connection with any planning approval, permit or other action necessary for the rehabilitation or operation of
the Housing Facilities.

Condition of Buildings

The Virginia Lane buildings are in substantial need of rehabilitation, which was very evident from the
site visit and the technical analysis that has been undertaken. Eden contracted with EMG, an expert in building
condition assessments, to prepare a Physical Needs Assessment (PNA) that evaluated the condition of each
building, and identified what building elements are in need of repair and prioritized the repairs. In addition,
Eden retained an experienced General Contractor, Deacon, to review the building conditions and come up
with cost effective approaches to undertake the rehabilitation, as well as other technical consultants including
a seismic engineer.

Seifel reviewed the PNA and interviewed Deacon during the site visit to understand what
rehabilitation elements are most critically needed. The following major categories of high priority
improvements would be undertaken if the City commits the requested funding, in conjunction with the total
proposed funding from other sources:

e Major repairs to address continued water intrusion problems including new siding, new roofs with
30 to 40 year life spans, new vinyl windows and dry rot repair.

e Building improvements to meet City health, safety and other code requirements including updated
trash enclosures and updated electrical wiring.

e Life-safety improvements to mitigate seismic hazards per the Structural Engineer’s recommendation.

e Improved ADA and pedestrian access, including the removal of a bedroom from one unit in order to
provide a protected pedestrian entrance, as residents currently have to walk through the drive aisle to
access 1121 Virginia.

e Energy and water conservation upgrades, which are largely financed through Federal energy
business credits and decreased operating expenses.

Consultant’s Conclusion

Seifel concluded that the proposed funding request is reasonable, and both properties require
substantial rehabilitation. Eden’s pro forma relies upon acquiring all of the sources of funds to undertake the
proposed repairs. In order to obtain all outside sources of funds for the project, a collaborative effort between
the City, County and Eden is required. Seifel recommended that the City should continue to work with Eden
to obtain additional funding from Contra Costa County in order to undertake needed improvements. In short,
should the City choose to reinvest in the Virginia Lane properties, it will result in the following:

e Substantial health, life safety, environmental and accessibility improvements.
e Enhanced living environment for approximately 270 of the City’s residents.

e Continued preservation of 91 units of affordable housing, with an extension of the affordability
covenants for another 55 years.
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e Increase in total City commitment by $1,286,312 for a total City contribution of $4,717,471 in the
form of a deferred interest loan payable out of residual receipts from project cash flow. (repayment
of City loan would be from future project cash flow after operating and mortgage financing
expenses).

Seifel’s due diligence analysis is included as Attachment 2.
City Affordable Housing Funds

The dissolution of Redevelopment in 2012 was a tremendous blow to the City’s Affordable Housing
Program and to affordable housing developers Statewide. Affordable housing developers relied on local
contributions from the former Redevelopment Agency’s affordable housing set-aside funds.

When the State dismantled the Redevelopment programs, it also took any fund balances from the
Redevelopment Agencies’ affordable housing programs. The City of Concord alone lost an estimated $8.5
million of affordable housing set-aside funds.

Over the years, the City has been accumulating affordable housing funds through housing in-lieu fee
payments and affordable housing loan repayments. Currently, the City’s Affordable Housing Program has a
fund balance of approximately $3 million. If the Eden Housing request for approximately $1.3 million is
granted, staff believes it would not negatively impact the City’s ability to operate its on-going affordable
housing activities.

Staff also anticipates repayment of an affordable housing obligation by the former Redevelopment
Agency in the amount of $9 million over the course of the next 5 years. These repayments come from
deferred payment of affordable housing set-aside funds by the former redevelopment agency. The Successor
Agency’s Oversight Board and Department of Finance have confirmed to the City that the $9 million deferred
loan is an enforceable obligation and needs to be repaid to the City’s Affordable Housing Program. While
this is good news, State Department of Finance still has the opportunity to contest future payments.

Additional Requests for Funds from Existing Affordable Housing Projects:

Eden Housing is not alone in seeking City assistance to support affordable housing. Staff was
recently contacted by RCD Housing that owns and operates Camera Circle and Riley Court apartments which
provides approximately 100 units of affordable housing. They are interested in refinancing their debt and
acquiring new funding to undertake repairs and improvements. It is not clear yet the level of repair and
financing required, but RCD is already working on putting together a building conditions report and putting
these apartments in line for requests for future State and County (and City) funds. It should be anticipated that
such requests will continue to be made periodically by affordable housing providers.

Fiscal Impact

General Funds would not be used to fund the proposed loan of $1,286,312. The proposal would also
refinancing the existing $3.4 million owed by Eden Housing and extend the term for 55 years. Funds would
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be appropriated from the City’s Affordable Housing Fund Balance, which is currently approximately $3
million.

Public Contact

The Agenda was posted.

Recommendation for Action

Staff recommends the Committee Members hear the report, take public comment, provide feedback
on the report. If directed by the Committee, staff will move the recommendation to fund the loan request by
Eden Housing to the City Council for consideration at its December 8, 2015 meeting.

Alternative Course of Action

Do not authorize the refinancing and loan request, and retain the existing Affordable Housing Funds
for future rehabilitation projects or new construction of affordable housing units

Prepared by:  John Montagh
Economic Development and Housing

Manager
Q,? John.montagh@cityofconcord.org

Grogan, De t |ty Manager Reviewed by: Victoria Walker
van.grogan@cityofconcord.org Director or Community and Economic
Development
Victoria.walker@cityofconcord.org

Attachment 1: Eden Housing Request

Attachment 2: Seifel Consulting Analysis
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EDEN

HOUSING

22645 Grand Street
Hayward, CA 94541

5105821460 Phone
510 582 6523 Fax

ATTACHMENT 1

www.edenhousing.org

r. John Montagh

Economic Development & Housing Manager
City of Concord

Concord, CA 94519

November 23, 2015

Re: Funding Request for Virginia Lane Apartments
1121 and 1140 Virginia Lane, Concord, CA

Mr. Montagh,

Please see enclosed our request for $1,286,312 in funding for the renovation of Virginia Lane
Apartments. Eden is thankful of the City previous commitment to Virginia Lane Apartments and
appreciates the City's consideration to add additional funds as a part of the new round of tax credit
syndication. As you are aware, the rehabilitation undertaken in 2000 allowed Eden to buy, stabilize
and make vital repairs to these apartment buildings. However, there were many physical needs that
could not be addressed during that round of renovation and stabilization. With the City's
contribution, Eden will address the remaining outstanding physical needs at the properties as well as
enhance the quality of live for approximately 269 Concord residents. We look forward to working
again with the City to make these much need renovations.

If you have any questions, please address them to the Project Developer, Daniel Rhine, at
drhine@edenhousing.org (510.247.8113) or Kevin Leichner, Associate Director of Real Estate
Development at ner@edenhousing.org {510.247.8160).

Kndy Madeira, Senior Vice President

& &
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HOUSING

22645 Grand Street
Hayward, CA 94541
510.582.1460 Phone

510.582.6523 Fax

Eden Housing does not discriminate

arbitrary basis. TDD/TTY 1.800.735

www.edenhousing.org

Mr. John Montagh

Economic Development & Housing Manager
City of Concord

Concord, CA 94519

November 17, 2015

Re: Funding Request for Virginia Lane Apartments
1121 and 1140 Virginia Lane, Concord, CA

Executive Summary

Eden requests $1,286,312 in funding from the City of Concord in support of a preservation project
for the Virginia Lane Apartments, and respectfully requests that if additional funds become available
that the City would consider increasing that amount. There is urgency to this request, as a number
of our proposed sources of financing are time-sensitive and will not be available at a later time. The
City and County provided funding to the property to preserve and preform minor repairs to sites
approximately fifteen year ago. The City funds, both new and previously committed, will leverage
an additional $14,838,665 in investment, for a total development cost of $19,607,461. This
$215,466 per unit in improvements is necessary in order to perform urgent repairs of $61,872 per
unit, or these 50-year old buildings will not continue to be habitable for the next twenty years of
service. By the time we reach the end of the compliance period for the new tax credit financing,
these projects will have been in service for approximately 70 years.

Since the last application, we removed many items from the scope of work in order to close the gap.
While the remaining scope will greatly improve the property, many items that were taken out would
greatly improve the quality and longevity of the property. Eden will still be pursing financing so that
these items can added back into the scope of work. We hope to complete this work with the rest of
the rehabilitation so that it will be able to leverage tax credit equity and tax exempt bond financing.
The items that were taken out are listed in the scope of work section. Also, the expected relocation
cost decreased since the last application. With the scope of work within the units decreasing, we are
showing a reduced need for relocation. However, this is a very conservative estimate, and more
relocation may be necessary.

The County is also responding to this need for investment, and will be committing $1,000,000 from
time-sensitive funding sources to this project. In addition, we are working the County to secure
future sources of an additional $500,000 for a total of $1,500,000. While we are currently unsure of
the $500,000 commitment, due to uncertainty with the HOME program, if that amount can’t be
committed we believe it could be made up by better equity pay in or debt terms, a higher appraised
value and/or more reduction in scope. While this budget reflects a reduced scope of work, we are
actively investigating additional sources of gap financing in order to add additional items we think
would greatly benefit the project. In order to apply for tax credit and tax-exempt bond financing, we
would need to have the City’s commitment prior to December 15%™. This would include the new
funding commitment and the approval to extend, modify, and assign the existing City financing to
the new tax credit partnership.

sed on race, color, religion, sex, handicap, familial status, national origin, or any other E @
2 (./




In exchange for this support, the project will improve the homes of 269 people, including 95 children
and 9 seniors, providing stability and reinvestment that benefits the entire neighborhood.
Preservation of affordable housing is Goal H-2 of Concord’s Housing Element adopted by the City
Council on January 6, 2015. The quantified objective for Goal H-2, under Program H-2.1.1 is to
provide financial assistance to “100 units conserved as affordable housing for extremely low, very
low, and low income households through long-term rent restrictions.” Further, since Concord can
meet up to 25% of its RHNA goals by supporting substantially rehabilitated units, the substantial
rehabilitation of Virginia Lane would provide 91 units towards the City’s RHNA goals.

Virginia Lane in the Late 1990s — Neighborhood Stabilization Project for the City of Concord

Eden’s involvement with Virginia Lane began in the late 1990s. At the time, Eden Housing
approached the City regarding construction of a new affordable housing development. The City
indicated that they were extremely concerned about the Monument Boulevard Corridor —
specifically the poor quality of the apartment housing and the many substandard landlords. They
encouraged Eden (and others) to seek opportunities to acquire and renovate existing apartment
buildings.

Linda Mandolini, who is now the President of Eden Housing, led the efforts to respond to the City’s
request to find a way to stabilize the neighborhood. Eden worked closely with the City staff and a
local broker to identify two existing complexes — Maplewood Apartments and Golden Glen
Apartments. Eden did a fair amount of due diligence and discussed the possibility of a complete
teardown with the City. There weren’t enough resources to rebuild the two properties so we agreed
to a moderate rehab scope. Reluctantly, but with a desire to work with the City to help it attain its
goals, Eden acquired the two projects. The bulk of the project funding that was available was used
for acquisition, leaving a minimal amount available for the rehabilitation that was needed.

Although Eden and the City had performed due diligence regarding the physical condition of the
properties, there were issues that were exposed once construction began. Once the envelope was
opened, it became apparent that the level of dry rot, particularly at the Golden Glen Properties
(1121 Virginia Lane) was severe and that there were not going to be sufficient funds to adequately
repair all of the dry rot.

As it was already in construction, Eden worked quickly with its lender, tax credit investor, and the
City to formulate a new loan structure that would allow for the deferral of some of the work,
including all unit interior work, in the original scope in favor of dealing with the exigent issues
related to the dry rot problems. Eden eliminated the community room, a feature they desperately
wanted to keep, but just couldn’t find the funds to do. The loan restructure wasn’t adequate to
cover the needs at the property so the City agreed at the time to guarantee an increase in the initial
loan, Eden cut and deferred its developer fee, and secured an additional $800,000 in rehab funding
from the State of California to make the deal work.

The measures Eden took were sufficient to deliver decent, safe housing and the financing structure
that involved variable rate debt. As interest rates remained generally favorable, a calculated risk



that paid off, the project generated some income over the course of the next 15 years, which was
used to help manage continued improvement at the properties and contribute extra funds to
reserves. This additional reserve supplement was essential, as Eden spent the next 15 years chasing
repairs on a triage basis, in order to keep the buildings habitable and safe.

Eden’s management also had a positive impact on the surrounding properties and on the tenants.
Eden continues to work with the local community organization, Monument Impact, to continue that
positive influence on the local community. Their letter of support for the rehabilitation of Virginia
Lane Apartments is attached. Unfortunately, the buildings are of a vintage that they continue to
require additional work and at this juncture have several features that make them out of compliance
with current building codes, which have changed substantially during the past fifty years. Eden’s
management team has done an excellent job of making this housing as good as it can be in the
circumstances, but the buildings need several critical systems upgrades. Ideally, the effort to
upgrade would include building a community room. As it stands now, Eden holds its meetings
outdoors when they need to have resident meetings, leaving residents exposed to the elements.

Eden Housing Management, Inc. has been operating Virginia Lane to consistently high standards
since 1999, when Eden acquired and syndicated the development. As mentioned earlier, Virginia
Lane received crucial financial support from the City of Concord, with a current balance of
$3,446,037, the California Department of Housing and Community Development (HCD), with a
current balance of $1,364,002, and the County of Contra Costa, with a current balance $409,989.
Fifteen years later, as part of this project, the soft loans would be modified, extended, and assumed
by the new tax credit partnership.

Eden has been spending its reserves in order to meet some of the capital needs on the property.
Over the past year Eden has spent $372,276 from reserves on roof replacement for two buildings at
the 1121 site. We replaced the roofs of the two buildings at 1121 Virginia Lane that had the worst
leaks, but all of the remaining roofs at both sites are in urgent need of replacement. In addition,
reserve draws paid for about $16,000 in floor and appliance replacement, as well as $25,891 in aging
payables. As of the middle of September the property has $9,949 in replacement reserves and
$43,347 in the operating reserve.

Current Demographics

Virginia Lane is home to 269 residents, including 95 children and 9 seniors. Over the last five years,
the project has averaged a 2.5% vacancy rate. Our onsite service provider, Monument Impact, has
been working with Eden Housing Management to help provide services to these residents, including
health presentations, information, and other referral services, to name a few. Unfortunately,
without a community room on site, when Virginia Lane residents have their community meetings,
they must meet outdoors and are exposed to the elements. If Eden is able to gain addition funding,
we hope to change that during this rehabilitation by adding a community room, which will help both
Eden and Monument Impact better serve the community.



Current Rent Restrictions

Restricted affordable rents, unlike market rents, are insufficient to fund the major capital
investment that is needed every 15-20 years in order to preserve multifamily structures. Virginia
Lane, unlike its market-rate counterparts, must depend upon an infusion of new Low-Income
Housing Tax Credit equity as part of a strategic refinance in order to recapitalize the reserves and
fund the rehabilitation. Due to rent restrictions placed on the property from HCD, rent increases
more slowly than expenses, since rent increases are tracked to the Consumer Price Index. County
HOME funding from the previous rehabilitation required deeper levels of affordability, and as a
result, rents cannot keep up with the expense growth for this property over the long term.
Additionally, external forces have been making operating expensive increase fasters. Sewer and
water costs are on the rise as well as rapid escalation in construction costs due to high construction
demand in the Bay Area, which is leading to shortages of labor and materials and driving up prices.

Capital Needs Overview

During the past few years, the pace of systems and building elements wearing out and needing
replacement has been accelerating and must be addressed as soon as possible. Unit interiors, with
the exception of units that have received some attention on turns, have not been addressed
comprehensively in at least 20 years. As you will see from the Physical Needs Inspection forms,
which are attached, all but two units were rated as Poor. In addition, the forensic architect
evaluated the two sites through visual inspection, interviews, destructive testing and pertinent
documents. Those reports have been attached. In their findings, amongst other conclusion, the
forensic recommends a full removal of the stucco in order to address underlying issues and restore
the integrity of the envelope. Barcelon and Jang Architects are the architects of record and Deacon
Corporation is the pre-consulting General Contractor on this project. These consultants were chosen
because of their expertise rehabilitating existing, occupied affordable housing projects, addressing
water intrusion and original construction issues, and excellent track record with comparable
projects.

Several complicating factors that are driving the cost of construction are the presence of asbestos-
and lead-containing materials in unit interiors, need for seismic reinforcement to address potential
soft-story conditions at 1121 Virginia Lane, challenging site conditions for construction staging and
access, anticipated full reskinning of the buildings, expected decay of some structural components
that will require complete replacement to an extent that has not yet been determined, potential
electrical or plumbing issues that will be uncovered during construction, significant code compliance
requirements that will be triggered by the scope of rehabilitation, and known site drainage and
sewerage issues.

In addition, as part of the proposed scope of rehabilitation, Eden would install, as budget and siting
allow, a number of green improvements including solar photovoltaic and/or solar thermal to offset
energy use and laundry gray water reuse for irrigation, energy-efficient windows and mechanical
systems, and climate-appropriate landscaping. These energy efficiency upgrades are close to self-
financing due to the Federal energy business credits plus Low-Income Housing Tax Credits we earn



for the work, additional solar incentives, and the offset to operating expenses that they provide that
allows us to leverage additional mortgage. Therefore, it is not recommended that these items be
valued engineered, since the cost savings to the total budget would be minimal.

Below are the highlights of the scope of work:

High Priority/Mandatory

Envelope
. Removal of existing stucco siding and replacement with more resilient cement board
siding.
. New roofs: There have been leaks in many of the buildings at 1121 Virginia Lane. We will

be replacing the current roofs with roofs that have a 30 year warranty. We will be
replacing old shingles at 1140 Virginia Lane with a 40 year warranty shingled roof.

o New vinyl windows, which will help prevent water intrusion and improve energy
efficiency.
o Dry rot repair.

City Requirements

o Updated trash enclosures, per City requirement.
o Updated electrical wiring.
Life-Safety
o Moment frames for the soft stories per structural Engineer’s recommendation.
o Removal of a bedroom from a 2br unit to provide protected pedestrian entrance to the

1121 site. The residents currently have to walk through the drive aisle to access the site.
For safety reason, we are proposing a protected pedestrian walkway by removing a
bedroom from a 2br unit.

o Redo drainage line behind Building D to prevent water intrusion from adjacent property.

Tax Credit Requirements/PNA
. Replacement of kitchen cabinets for all units, new vinyl flooring, as well as unit doors,

bedroom doors, bathroom doors, and closet doors (referenced in the PNA).

Access
. New ADA-compliant play equipment, and outdoor furnishings.
. 5 new ADA-accessible units, per required building standards.

Energy Upgrades (largely financed through Federal energy business credits and decreased operating
expenses)

o Solar PV and Solar Hot Water.
. Greywater system that uses processed laundry water to irrigate landscaping.



Items Removed From Scope (Eden will continue to look for additional funds to add these items back
into the scope):

. New community room at 1121 Virginia Lane, which includes a new office for resident
services, a kitchen, and community room for gatherings.

. Brand new water efficient landscaping and refurbished play area.

. New HVAC system in bedrooms

. Updated plumbing fixtures

To the extent that any additional funds become available, we are asking that the City maintain its
contributed amount so that these important additional items can be brought back in scope. The
current scope show the bare minimum of work to keep the building watertight, replace outdated
unit interiors, and prevent structural damage in the future, so that these buildings can last another
20+ years.

Due to the scope of potentially invasive rehabilitation, the presence of asbestos- and lead-
containing materials in unit interiors, temporary relocation will be necessary on the 5 ADA units.
However, this is a very conservative estimate. With the reduced scope, we anticipate less work
within the units, but the number of units that need to be temporarily relocated may increase if more
damage is discovered or more work disrupts HAZMAT in the units than anticipated. Eden estimates
that each household will be displaced for up to 45 days and, pending constructability review. Eden
will be retaining a third-party relocation consultant with substantial experience in affordable
housing relocation to direct all relocation activities in accordance with Federal and State relocation
law. In addition, Eden advised it residents at a resident meeting in mid-December 2014 that
relocation could potentially begin for the initial group of households as soon as early 2016.

This development is a crucial housing resource located in a high-cost area and within a Qualified
Census Tract. This United States Department of Housing and Urban Development (HUD) designation
means that over 50% of the population in the census tract that Virginia Lane is located in has
incomes lower than 60% of the area median gross income or has a poverty rate great that 25%. The
rehabilitation, when completed, is anticipated to support an enhanced resident-quality-of-life at
Virginia Lane and help to uplift the surrounding community. The current service provider,
Monument Impact, will continue to provide on-site programs, including its innovative computer
literacy program, housed in a modestly-sized facility at 1140 Virginia Lane. In addition, the project,
as site constraints allow, will try to add up to 1,000 square feet of community space.

Recapitalization Overview

In order to make the financing possible, in addition to the funding application to the City, the project
is requesting $1,500,000, in support, $500,000 from Contra Costa County HOME funds and an
additional $1 million from County Housing of Persons with AIDS (HOPWA) funds. The project would
restrict 3 units as HOME units, and 10 HOPWA units, with the HOPWA units restricted to 30 percent
of Area Median Income per the County’s requirements. Eden anticipates retaining all households
currently living at Virginia Lane and maintaining affordability at the current level, with the exception



of a new restriction of 30 percent Area Median Income restriction on ten units, in order to qualify

for the HOPWA funding.

Financing Options

Eden has investigated a number of gap financing options as it has worked on the predevelopment

for this project. These include the following:

California Department of
Housing and Community
Development Multifamily
Housing Program (HCD MHP)

The project would not score competitively for the MHP
application, due to loss of points in categories like “Percentage of
Units for "At-Risk", Family or Special Needs” (since there are no 3
bedroom units at Virginia Lane, it does not score well for family).
Also, Virginia Lane would likely not receive points for “Readiness
to Proceed.”

Federal Low Income Housing
Tax Credit 9%

Virginia Lane does not qualify for this Federal tax credit type
because there are no three bedrooms at the project.

Federal Home Loan Bank
Affordable Housing Program
(AHP)

AHP is not an option, since we would not be competitive.
Additionally, changes in the way the FHLB determines acquisition
values between related parties would prevent AHP from being
feasible.

City of Concord Community
Development Block Grant
(CDBG)

When speaking to the City of Concord around a year ago, we
were informed that the CDBG allocation for the City would be
used for code compliance. As Concord is its own entitlement
jurisdiction, County CDBG funds cannot be awarded to this
project.

Adding more units to the
project (densification)

Adding units to Virginia Lane would not be feasible due to site
and parking constraints. In addition, the cost of adding more
units would increase the financing gap because the cost
significantly outweighs the additional mortgage that could be
supported by the rental revenue.

Housing Authority of the
County of Contra Costa RAD
Vouchers

The RAD vouchers from the Housing Authority would provide a
subsidy only up to or below most of the current rents.

Demolition and Replacement

With new construction costing around $300,000 per unit, the
project funding gap between rehabilitation and new construction
would require substantial additional funds. Further, new
construction would likely cause permanent relocation of existing
residents.

Financing Plan

Along with the $1,286,312 million dollar request to the City, Eden Housing plans to apply for both

4% Low Income Housing Tax Credits and Tax-Exempt Bonds in December. Tax-exempt bonds will




provide a $9,541,000 construction loan at a below-market interest rate. The LIHTC syndication is
expected to bring in $7,547,372 in equity from the limited partner. Additionally, Eden will refinance
the first mortgage on the property.

Eden will request that the current loans on the property from the State, County and City be
extended, modified and assigned to the new tax credit partnership. Eden would ask that these loans
be extended for another 55 years at the applicable federal rate or OID. Accordingly, these loans
would be extended so that they restart another 55 years of affordability restrictions on the
property. Additionally, Eden plans to defer and contribute up to $1.5 mil of the $2.3 in order to
support the success of this rehabilitation.

In preparing this pro forma, Eden made some critical assumptions regarding acquisition value,
developer fee, loan rates and terms, and investor pay-ins, as described below.

e At this time, Eden is using the amount of debt on the property as the acquisition value of the
project for tax credit purposes.

o The investor’s exit from the tax credit partnership occurred on October 8th. As part
of the buyout process, Colliers International appraised the property earlier this year.
The appraised value, as determined by this third-party, was less than the amount of
debt on the property. The California tax credit committee has proposed a rule
change that we anticipate it will adopt in October that would allow the debt on the
property to be used for acquisition value, which is what we are representing in this
pro forma.

o Inthe time that has elapsed since the appraisal was performed earlier this year, a
couple of nearby properties have been purchased for between $100,000 and
$140,000 per unit. These properties did not have affordability restrictions, but rents
were in the range of 50% and 60% tax credit rents. (As a reminder, Virginia Lane has
many units with deeper restrictions that are required by the existing HCD financing).
Due to these recent sales, it might be possible that a reappraisal that considers
nearby comparable properties could derive a higher appraised value.

o Eden does contemplate having the property reappraised closer to the bond and tax
credit submittal deadline, but cannot speak for the appraiser and what he or she
might determine to be the appraised value at that time. If he or she more heavily
weights market-rate sales comparable (rather than the Net Operating Income
valuation), the property may appraise for more. However, we have looked at this
possibility with our third-party financial consultant and, while it would help to
reduce the financing gap, it would not entirely resolve it.

e Eden requests that the full allowable developer fee per the California tax credit regulations
be included in eligible basis. While Eden does not expect to earn this developer fee in cash
during the construction period —the pro forma shows Eden deferring and contributing
approximately $1.5 million in order to balance sources and uses — including this developer



fee in basis will result in $350,000 - $450,000 in additional limited partner investor equity
(the final amount will be affected by the pay-in rate), an essential source in support of
performing the work that is needed at Virginia Lane. As a nonprofit mission-based developer
committed to constructing and preserving affordable housing, Eden would benefit from
earning more upfront developer fee, which would ultimately be reinvested in creating and
preserving more affordable housing, but anticipates deferring or contributing most of its
allowable fee in support of this rehabilitation.

e Loan rates and investor equity pay-in have been modeled conservatively, based on the
current market, with a cushion for any market changes that may occur during the time that
will elapse between now and closing the construction financing. Even if the loan terms and
investor equity pay-in are significantly better than has been modeled, Eden would ask that
the City to maintain the amount it ultimately pledges and that the project commit the extra
funding to increasing the scope of work to include additional contingency for unseen
conditions, capitalizing reserves to a greater extent, and/or funding more of Eden’s
developer fee. Eden requests the same treatment for any unspent contingency that may be
remaining at the conclusion of the rehabilitation.

Current and future Ownership

Virginia Lane LP is the current owner of the property. Eden has set up a new entity, VL, LP, which will
become the new tax credit partnership. Currently, VL LLC, is the managing general partner of VL, LP,
while Baywood Apartments, Inc. is the temporary Limited Partner until a tax credit investor is
selected.

Timeline

Currently, Eden is applying to both the City and the County for funding. Eden plans to apply for Tax
Credits and Tax Exempt Bonds by 12/15/15, which means that both the City and County funding
would need to be committed by that date. The project would have its CTCAC and CLDAC allocation
in mid-February. The project would look to have its construction close by May and then start work in
June. Work is estimated to take thirteen months, with work extending from 2016 through 2017.

Conclusion

Eden respectfully requests $1,286,312 million in City funding and, should any additional City funding
become available, consideration for additional funding beyond the $1,286,312 million that is
requested. There is significant urgency to this request, as our current favorable mortgage interest
rate and record-high Low Income Housing Tax Credit equity pay-ins will not last. In addition, the
County sources of funding for this project - HOPWA — must be obligated and spent within the next
few months. It is anticipated that HOME funds will not be available in future years, as Congress has



reduced the budget appropriation by 95 percent. In summary, the financing plan that we are
presenting here is time-sensitive and it might not be possible to replicate it in the future.
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Date November 20, 2015

To: Mr. John Montagh, City of Concord

From: Seifel Consulting

Subject: Concord Virginia Lane Due Diligence Analysis

The City of Concord retained Seifel Consulting (Seifel) to review a funding request from Eden Housing
Inc. (Eden) to substantially rehabilitate the Virginia Lane apartment developments located in Concord’s
Monument Boulevard neighborhood. Seifel conducted a site visit with City staff to verify the need for the
proposed rehabilitation improvements, reviewed Eden’s funding proposal and analyzed the financial
feasibility of the project. Seifel’s due diligence analysis included requesting and analyzing a series of
technical documents on the need for the rehabilitation, anticipated rehabilitation costs and the proposed
funding plan from Eden. In addition, Seifel interviewed Eden staff regarding specific elements of the
proposed project, and worked with them to refine their proposal to the City to focus on the highest
priority rehabilitation items, given funding limitations.

This memorandum is organized into the following sections:

A. Project Description and Funding Proposal
B. Due Diligence Findings
C. Conclusion

The analysis in this memorandum documents why Eden’s funding request is reasonable and will help the
City of Concord preserve and substantially rehabilitate an important source of affordable housing,
consistent with the City’s Housing Element goals.

A.  Project Description and Funding Proposal

Virginia Lane consists of two existing apartment developments, located just off of Monument Boulevard,
and which are jointly staffed and maintained by Eden as a 91-unit development:

* Maplewood Apartments (1121 Virginia Lane), with 53 apartments
* Golden Glen Apartments (1140 Virginia Lane), with 38 apartments

Eden’s involvement with Virginia Lane began in the late 1990s when Eden approached the City regarding
the potential development of new affordable housing. Given the City’s concern regarding the poor quality
and management of apartment buildings in the Monument Boulevard Corridor, the City encouraged Eden
to seek opportunities to acquire and renovate existing apartment buildings within this neighborhood.

Eden worked closely with City staff and a local broker to identify the two existing complexes on Virginia
Lane that were in need of stabilization and that could be acquired. Although Eden performed due
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diligence on the buildings’ condition and discussed with the City the possibility of a complete teardown
and rebuild, the City did not have sufficient funds to enable Eden to buy the buildings and undertake
substantial rehabilitation or new construction.

In 1999, the City, Contra Costa County and State of California Housing and Community Development
Department (HCD) committed and then provided funding to Eden to acquire Virginia Lane, but only
provided sufficient funds to undertake minor repairs that were critically needed to house residents.
(The City provided about $2.4 million, Contra Costa County about $290,000 and State HCD about
$1.4 million in funding, at that time.) Since then, many critical building components have continued to
age, and the property needs major repair, as further described below. Virginia Lane has insufficient
reserves and project cash flow to pay for immediate and long-term repairs.'

Eden is applying to the City for an additional $1.29 million in loan funds to undertake substantial
rehabilitation of Virginia Lane. Eden is also requesting that if additional City funds become available, the
City would consider increasing its funding commitment in order for Eden to undertake additional high
priority rehabilitation projects.

With this funding request, the City will have contributed about $3.7 million in capital funding for the
project, and there is about $1.1 million in accrued interest on the City’s original loan, which will be repaid
out of residual cash flow from the project, as the project stabilizes.

The County committed $1 million in HOPWA funding toward the rehabilitation, in November 2015.
Additionally, Eden is working with the County to potentially secure an additional $500,000 in HOME
funds, for a total of $1.5 million.

The project’s need for funding is timely, as Eden plans to apply for tax exempt bonds and four percent
low income housing tax credits in December 2015. These funds are not competitive and the rehabilitation
is expected to commence by June 2016. Given recent statewide changes in the low income housing tax
credit (LIHTC) program, Eden can maximize the potential amount of investment from LIHTC if it is able
to apply for tax credits this December.

B. Due Diligence Findings

The buildings are in substantial need of rehabilitation, which was evident from both the site visit and the
technical analysis that has been undertaken. Eden contracted with EMG to prepare a Physical Needs
Assessment (PNA) that evaluates the condition of each building, identifies what building elements are in
need of repair and prioritizes the repairs. In addition, Eden retained an experienced General Contractor
(Deacon) to review the building conditions and to devise cost-effective approaches to undertake the
rehabilitation, as well as other technical consultants, including a seismic engineer.

Seifel reviewed the PNA and interviewed Deacon during the site visit to understand what rehabilitation
elements are most critically needed, as there is not sufficient funding to undertake all of the improvements
identified in the PNA. The following major categories of high priority improvements would be
undertaken if the City were to commit this level of funding:

! Reserves have been depleted due to the need for ongoing repairs to the buildings. Over the past year, Eden has spent $372,276
from reserves on roof replacement for two buildings at the 1121 site. These funds were used to replace the roofs of the two
buildings at 1121 Virginia Lane that had the worst leaks, but all of the remaining roofs at both sites are in urgent need of
replacement. In addition, reserve draws paid for about $16,000 in floor and appliance replacement, as well as $25,891 in aging
payables. As of mid-September, the property has $9,949 in replacement reserves and $43,347 in the operating reserve.
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*  Major repairs to address continued water intrusion problems (including new siding, new roofs with
30- to 40-year life spans, new vinyl windows and dry rot repair).

* Building improvements to meet City Requirements, including updated trash enclosures and updated
electrical wiring.

* Life-safety improvements to mitigate seismic hazards per the Structural Engineer’s recommendation.

* Improved ADA and pedestrian access (including the removal of a bedroom from one unit in order to
provide a protected pedestrian entrance, as residents currently have to walk through the drive aisle to
access 1121 Virginia).

* Energy and water conservation upgrades, which are largely financed through Federal energy business
credits and resulting decreased operating expenses.

Seifel reviewed Eden’s funding plan in detail and agree that Eden has identified all relevant funding
sources that could be cost effectively utilized for this rehabilitation effort. Eden will work to maximize
the amount of revenues that are generated from LIHTC, and Eden has contributed more than half of its
eligible developer fee (in the form of a General Partner contribution and fee deferral) to enable the
undertaking of further rehabilitation.

Seifel reviewed Eden’s financial pro forma, and the proposed high priority rehabilitation projects can be
feasibly undertaken if the City and County provide the requested level of funding to Virginia Lane.
Should less funding be available, the scope of the rehabilitation would need to be reduced. If additional
funding is available or not all of the construction contingency funds are needed, additional rehabilitation
improvements would be undertaken. Seifel worked with Eden to identify and prioritize these
improvements, and Eden is committed to implementing as many of the needed improvements as possible,
following this order of priority.

The total budget for the substantial rehabilitation of Virginia Lane is $19 million, which includes
refinancing the development with a new allocation of LIHTC and tax exempt bonds. Existing loans
(soft debt) from the City of Concord, the County and the State of California will remain in place.

C. Conclusion

As described above, the property needs to be substantially rehabilitated, and the proposed funding request
is reasonable. The City should continue to work with Eden to obtain additional funding from Contra
Costa County in order to undertake the high priority improvements. The City’s additional investment in
Virginia Lane would result in the following:

* Substantial health, life-safety, environmental and accessibility improvements.
* Enhanced living environment for approximately 270 of the City’s residents.

* Continued preservation of 91 units of affordable housing, with an extension of the affordability
covenants for another 55 years.

* Increase in total City commitment in the form of a deferred interest loan payable out of residual
receipts from project cash flow (total City principal contribution of about $3.7 million, plus
$1.1 million in accrued interest on the City’s original loan to date).

Seifel

CONSULTING INC.




	H&ED 113015 Inclusionary Housing Fee spagenda
	Dan Helix, Chair

	Inclusional Housing Fee Packet
	113015 H&ED  InclusionaryNexus Study
	TO HONORABLE COMMITTEE MEMBERS:

	Attach. 1 In-LieuComparisons
	Attach. 2 InLieu NexusResults
	Attach. 3 InLieuPrototypes
	Attach. 4 InLieuFreasibility

	113015 H&ED Virginia Lane Loan Request Staff Report
	TO HONORABLE COMMITTEEMEMBERS:

	CED Attach. 1 Virginia Lane Request Ltr
	Attach.  2 Virginia Ln Consultant memo



