Citywide Affordable Housing Loan Committee
San Francisco Mayor’s Office of Housing and Community Development
Office of Community Investment and Infrastructure
Department of Human Services
Department of Public Health

Evaluation of Request for Funding — Local Operating Subsidy Program (LOSP)
Prepared By: Kevin Kitchingham

Date prepared: 12/03/13
Loan Committee Date: 12/20/13

Sponsor Name: 1100 Ocean Avenue Associates LP, a California
Limited Partnership
Project Name: 1100 Ocean Avenue Apartments

Project Address (w. cross street): 1100 Ocean Avenue

Number of Units/Beds (specify): 19 LOSP Units (Transition Age Youth)
6 MHSA Units (Transition Age Youth)
45 Family Units (50% AMI)
71 Units Total (70 plus 1 manager’s unit)

Local Operating Subsidy Funds Requested: § 179,788 (partial year — 11 Mos.)
$ 3,745,499 (15 years)

Amount of Funds Recommended: $§ 179,788 (partial year — 11 Mos.)
$ 3,745,499 (15 years)
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. SUMMARY

The 1100 Ocean Avenue Associates LP (partnership between Mercy Housing Calwest
and Bernal Heights Housing Corporation) is requesting $179,788 to cover the period
from February 1, 2015 through December 31, 2015, when occupancy is expected to begin
through to the end of the calendar year. The funds cover the operational costs for 19
Transition Age Youth (TAY) units at 1100 Ocean Avenue Apartments. Tenants for the
units to be covered under this LOSP agreement will be referred by San Francisco’s
Human Services Agency (HSA) for eligible TAY households. The entire 15-year contract
shall run from February 1, 2015 to January 31, 2031, totaling $3,745,498.

The project is a five-story affordable rental housing complex of 71 units consisting of 18
studios, 18 1-bedrooms, 21 2-bedrooms, 13 3-bedrooms, (plus 1 3-bedroom manager’s
unit) for low income families who are at or below 50 percent of Area Median Income
(AMI) and Transition Age Youth who are at or below 20 percent of Area Median
Income. In addition to the LOSP-funded TAY units, there are 6 units that are subsidized
with Mental Health Services Act (MHSA) subsidy through the California Housing
Finance Agency (CalHF A). Referrals for the MHSA units will come for the San
Francisco Department of Public Health (DPH). Combined with the LOSP-funded TAY
units, the MHSA TAY units bring the total to 25 units for Transition Age Youth at or
below 20% AMI. The Project also includes 6,479 square feet of ground floor commercial
space as well as various support services offices and community space.

Staff recommends approval of this LOSP request.

. PROJECT OPERATIONS

2.1. Annual Operating Budget

Please see the attached annualized budget for this initial year.

Tenant Rents — LOSP Units: The standard for HSA’s — Housing and Homeless Programs
units is for tenants to pay 30% of income for rent. At 1100 Ocean Avenue Apartments,
where 19 of the TAY units will be supported by the LOSP, tenants are assumed to pay
$102 per month. This amount is based on the assumption that tenants are receiving
General Assistance. HSA recommended this model to the developer as a more accurate
portrayal of tenant incomes for the LOSP-TAY.

Local Operating Subsidy Assistance Payment: Please note that the attached operating
budget shows the LOSP for the first full year of operations but the project expects to
receive approximately 11 months’ worth of LOSP in CY 2015 to cover the opening in
Februaryl, 2015 through to December 31, 2015.

MHSA Operating Subsidy: The project received a $600,000 rental subsidy through the
Mental Health Services Act administered by CalHFA for 6 of the 25 TAY units. This
subsidy is a fixed amount and required to last for 20 years. In order to achieve this, the
project is cross subsidizing the units through a combination of cash flow from the 50%
AMI units and the commercial master lease income as well a portion of the MHSA
operating subsidy.

Operating Expenses - LOSP Units: 4 recent family LOSP projects similar in population
and unit count were selected to compare operating expenses against that of 1100 Ocean
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Avenue. These properties are 1075 Le Conte, 10™ and Mission, Mosaica Family, and
Arnett Watson at 650 Eddy. The comparative analysis chart can be found attached to this
evaluation.

The total first year tenant rent portion of the income stream for 1100 Ocean Avenue is
$617, 3988 ($8,696 / PUPA) which is above the average of the 4 comparable projects,
though Mosaica Family and 10™ & Mission have higher tenant rent per unit levels. This
is primarily due to the mixed population model whereby 63% of the units are targeted to
families at 50% AMI while 1075 LeConte and Arnett Watson are 100 % supportive
housing serving households between 10% AMI and 40% AMI.

The LOSP per unit subsidy for 1100 Ocean Avenue ($10,323 / PUPA) is higher than the
average of the 4 comparable projects ($8,634 / PUPA), though lower than the $11,289/
PUPA for Mosaica Family. This phenomena is attributable to the fact that TAY rents at
1100 Ocean Avenue are based on General Assistance incomes as recommended by HSA
staff since most of the TAY will be coming into the building with little or no income as
opposed the comparative LOSP projects where tenants came into the building with higher
SSI incomes.

The total first year operating expense for the 1100 Ocean Avenue is projected to be
$614,493 ($8,655/PUPA), excluding reserves and debt service. This is below the average
of the 4 aforementioned LOSP projects ($10,330/PUPA). The lower than average cost is
mainly attributable to lower staffing needs at 1100 Ocean where the population has less
intensive staffing requirements. For example, there is no 24- hour desk coverage in this
building.

The staffing plan for the building includes 3.1 FTE, not including supportive services
staff.

Position FTE on Operations Time Basis
Property Manager 1 FTE | Full
Maintenance Supervisor | FTE | Full
Assistant Manager 0.6 FTE | Full

Janitor 0.5 FTE | Full
TOTAL 3.1

The total operational cost in year one for the project is $734,692 ($10,348/ PUPA) which
is lower than the 4 comparable projects. The lower operational cost is most attributable to
the fact that there are a smaller proportion of supportive units at 1100 Ocean Avenue
compared to the four projects analyzed with the exception of Mosaic Family which only
22% of the units are supportive. 95% of the units at Arnett Watson are LOSP, 32% of the
units at 10™ and Mission are LOSP, and 75% of the units at 1075 LeConte are LOSP.

At 1100 Ocean Avenue, 19 of the units (27%) will be supported by the LOSP. The
project is cost effective vs. the combined average of the comparable projects because it
contains a smaller proportion of LOSP units than 3 of the 4 comparable projects (Arnett
Watson 95%,10th and Mission 32%, 1075 LeConte 75%). 1100 Ocean has less intensive
staffing requirements than the buildings with a higher proportion of LOSP units. 1100
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Ocean will not have 24hr desk coverage which also brings the operating costs down. The
comparable projects do have 24hr desk coverage with the exception of Mosaic Family.
The scale of 1100 Ocean and its location make it such that it does not require 24hr desk
coverage.

Replacement Reserve Deposits: Replacement reserve deposits of $600 unit / year is
higher than MOHCD’s underwriting guidelines, but required by California’s Department
of Housing and Community Development (HCD) under the Multifamily Housing
Program (MHP).

Partnership Management Fees: A partnership management fee consistent with MOHCD
Underwriting Guidelines is included in the budget and represents the prorated share
attributed to the LOSP units.

2.2. 20-Year Cash Flow. The attached 20-year cash flow projection includes the 15-year
period for this contract request.

e Tenant rent income trends at 1.0%, which is meant to mirror increases in the
assumed GA income for the TAY population. The 50% AMI family units
trend at 2.5% which is in accordance with MOHCD Underwriting Guidelines
for Tax Credit projects.

e First year vacancy rates are compliant with standard MOHCD underwriting
guidelines at 5%.

e Operating expenses trend at 3.5% per year, per MOHCD Underwriting
Guidelines.

e Projected LOSP subsidy will trend at a rate of 3% year to year.

3. TARGET POPULATION AND SERVICES

The building consists of 25 TAY units and 45 family units; TAY units are targeted to those
18-24, who are transitioning from public systems (like foster care) or are at risk of not
making a successful transition to adulthood as well as TAY with Severe Mental Illness
(SMI). The TAY units will be targeted to incomes at or below 20% of the San Francisco
median income. The family units are targeted to incomes at or less than 50% of the San
Francisco median income.

The LOSP will provide an operating subsidy for 19 of the 25 TAY residents at 1100 Ocean
Avenue that are referred by HSA. When referred, these TAY may be homeless or at risk of
becoming homeless.

The other six MHSA TAY units’ operations are paid for by the combination of the cash
flow from the 50% AMI units, commercial master lease income, and the MHSA operating
subsidy itself. Referrals to the six MHSA TAY units will come from DPH. This cross-
subsidization model aids the project by stretching the MHSA operating subsidy for the 20
years required by CalHFA. Otherwise, LOSP would be needed to subsidize the 6 MHSA
TAY units.
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The primary service needs of the TAY population living at the 1100 Ocean Avenue
Apartments will be assistance in achieving housing stability, applying for and/or
maintaining relevant benefits or entitlements (GA, food stamps, SSI), budget and financial
training and accessing community resources related to basic needs (food, clothing,
household items), health, mental health services, substance abuse counseling, education
and employment. Additionally, the TAY living with SMI will require on-going assistance
in addressing mental health needs, including individual and group therapy, medication
support, and social skills development.

Supportive Services: The lead service provider for the TAY units will be the San Francisco
Department of Public Health (though referrals for the LOSP funded TAY units will come
from HSA), Community Behavioral Health Services (CBHS) TAY Program. In its role as
the County Mental Health Agency, CBHS coordinates and oversees all services provided
under the Mental Health Services Act (MHSA) including those for the 19 TAY units
funded by the LOSP program. HSA plans to work-order the funds to DPH to pay for the
services in the 19 HSA-funded TAY units.

For the 1100 Ocean Avenue Apartments project, CBHS will extend the services of its TAY
Program to provide on-site services for all TAY living at the 1100 Ocean Avenue
Apartments (MHSA and non-MHSA). CBHS’ services will be located on-site at the
development. CBHS will offer direct behavioral health services to support TAY residents
to maintain housing stability and linkages to ongoing services with outside providers. As
the primary service provider, CBHS will also ensure the successful integration of services
provided through the project’s service partners: the Full Service Partnerships (FSPs).
CBHS uses a client-centered and strength-based approach to providing services to tenants
of supportive housing sites. CBHS also uses a social rehabilitation Wellness and Recovery
model rooted in the belief that people suffering from mental illness are able to live
fulfilling and productive lives. Services are voluntary and service planning is a
collaborative process between the client and clinicians. CBHS and Mercy Housing
Management (MHM) will ensure staffing that is culturally and linguistically competent.
Through its Full Service Partnerships, CBHS connects youth with case management
services that are provided in the youth’s native language when needed. If a youth needs
translation assistance with Property management, MHM or CBHS will make those services
available.

Below is the staffing chart for TAY services at 1100 Ocean Avenue

Position

FTE on Services

Time Basis

Resident Service

Coordinator 1 FTE 2 hours a week on TAY
Clinical Supervision .13 FTE 5 hours a week
TAY service coordinator 1.0 FTE 40 hours a week

TOTAL

2.13 FTE
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. RECOMMENDED CONDITIONS

None

. LOAN COMMITTEE MODIFICATIONS
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6. LOAN COMMITTEE RECOMMENDATION

APPROVE. [ 1] DISAPPROVE. [ ] TAKENO ACTION.

(Ul o W le

Approval jndicates approval with modifications, when so determined by the Committee.

Olson Lee, Director
Mayor’s Office of Housing and Community Development

}pq PPROVYE. [ ] DISAPPROVE. [ ] TAKE NO ACTION.

Date: /Z// 2 0// /3

Tiffany%é{ee, Executive Director
Office of Community Inyestment and Infrastructure

[ y ] APPROVE. DISAPPROVE. [ ] TAKE NO ACTION.

-, W oue_12) 705

Joyce Crum/ Director of Housing and Homeless Programs
Department of Human Services

(4] APPROVE. [ ] DISAPPROVE. [ ] TAKENO ACTION.

%/ : /‘Z}’V “_—'—’_—\‘— Date: /%// (<

Margot Antonetty, Acting Director of Housing and Urban Health
Department of Public Health

Attachments: A) LOSP Program Description
B) Operating Budget — 1% Year
C) Cash Flow Projection — Detailed
D) Cash Flow Projection — LOSP Summary
E) Exhibit A1 A2 of LOSP Contract
F) Operating Cost Comparison
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ATTACHMENT A

LOSP PROGRAM DESCRIPTION

The requested funds would be delivered to the sponsor through a grant agreement with a
term of up to 15 years, and, with the exception of the current fiscal year, will be subject
to annual appropriations by the Board of Supervisors. Funds for the 2015 Calendar year
will be included in San Francisco’s Human Services Agency budget in the amount of up
to $179,788 and will be work-ordered to MOHCD for administration. The total amount
of funds requested is based on Mercy Housing Management’s current operating budget
and 15-year cash flow projection using MOHCD’s standard underwriting guidelines. The
first full year’s amount of subsidy (year two of operations) required is $202,569 and the
$179,788 represents the partial year required to cover 11 months’ worth of operations
from February 1, 2015 to December 31, 2015 (CY 2015).

Actual subsidy payment for the next fiscal year would be based on the attached annual
operating budget and cash flow. Subsidy payments for the remaining years of the
contract would be based on subsequent operating budgets to be approved annually by the
City. These budgets would be informed by actual financial performance of the project,
per annual audits, and would include reasonable costs based on the specific needs of this
building and reflect prudent property management practices and supportive housing
industry standards. The subsidy payments for a given year will be equal to the projected
shortfall (difference between income and expenses/reserve deposits/fees) as shown in the
approved operating budget for that year. The City will make one subsidy payment to the
sponsor per year at the beginning of each fiscal year.

If the subsidy payments made to a sponsor in any given fiscal year exceed the projected
shortfall, then the sponsor must deposit the excess subsidy amount into a Local Operating
Subsidy reserve specifically set up to accommodate any over-payments received from the
operating subsidy. If the shortfall exceeds the subsidy payments, then the sponsor may
withdraw funds from the project’s operating reserve to cover project operating expenses
not covered by the subsidy payments.

Currently, the LOSP program requires sponsors to submit to the City, within 4 months of
the end of each year, or by April of each year, an audited financial statement showing the
actual project income, expenses and shortfall for the prior year. If the statement shows
that the actual shortfall was lower than the projected shortfall in the approved annual
operating budget, then the subsidy payments for the subsequent year will be reduced by
the difference between the actual and the projected shortfall. If the statement shows that
the actual shortfall was higher than the projected shortfall such that the sponsor had to
withdraw funds from the operating reserve, then the subsidy payments for the following
year will be increased to allow for the additional costs and also to replenish the reserve if
increased expenses are approved by MOHCD.
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1100 Ocean Ave

2/1/2015

Exhibit A-2: LOSP Funding By Calendar Year

Total
2/1-6/30 7/1-12/31 TOT Months
[ 2015 $81,721.61 $98,065.94 $179,787.55 11
Total
1/1-6/30 7/1-12/31 TOT Months
2016 $101,284.42 $101,284.42 $202,568.83 12
2017 $104,618.48 $104,618.48 $209,236.97 12
2018 $108,072.21 $108,072.21 $216,144.43 12
2019 $111,649.83 $111,649.83 $223,299.65 12
2020 $115,355.69 $115,355.69 $230,711.38 12
2021 $119,194.33 $119,194.33 $238,388.66 12
2022 $123,170.43 $123,170.43 $246,340.85 12
2023 $127,288.82 $127,288.82 $254,577.64 12
2024 $131,554.53 $131,554.53 $263,109.06 12
2025 $135,972.75 $135,972.75 $271,945.49 12
2026 $140,548.84 $140,548.84 $281,097.68 12
2027 $145,288.37 $145,288.37 $290,576.75 12
2028 $150,197.11 $150,197.11 $300,394.21 12
2029 $155,280.99 $155,280.99 $310,561.98 12
H 1/1-1/31 n/a
2029 $26,757.70 nfal | $26,757.70 1
$3,745,498.84 180
Exhibit A-1: LOSP Disbursement Schedule By Fiscal Year
Total
2/1-6/30 TOT Months
$81,721.61 $81,721.61 5
sent to
sponsor
btwn 7/1 Total
&9/1 7/1-12/31 1/1-6/30 TOT Months
2015-16 $98,065.94 $101,284.42 $199,350.35 12
7/1-12/31 1/1-6/30
2016-17 $101,284.42 $104,618.48 $205,902.90 12
2017-18 $104,618.48 $108,072.21 $212,690.70 12
2018-19 $108,072.21 $111,649.83 $219,722.04 12
2019-20 $111,649.83 $115,355.69 $227,005.52 12
2020-21 $115,355.69 $119,194.33 $234,550.02 12
2021-22 $119,194.33 $123,170.43 $242,364.76 12
2022-23 $123,170.43 $127,288.82 $250,459.25 12
2023-24 $127,288.82 $131,554.53 $258,843.35 12
2024-25 $131,554.53 $135,972.75 $267,527.28 12
2025-26 $135,972.75 $140,548.84 $276,521.59 12
2026-27 $140,548.84 $145,288.37 $285,837.21 12
2027-28 $145,288.37 $150,197.11 $295,485.48 12
2028-29 $150,197.11 $155,280.99 $305,478.10 12
7/1-12/31 1/1-1/31
$155,280.99 $26,757.70 $182,038.69 7
n/a
n/a n/a n/a 0
$3,745,498.84 180
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