REPORT FROM

OFFICE OF THE CITY ADMINISTRATIVE OFFICER

Date: December 17, 2018

To: Proposition HHH Administrative Qversight Co mittee

From: Richard H. Llewellyn, Jr., (.'g/‘A/'/dm; iné'séél& %%é?;f//

Subject: PROPOSITION HHH CITIZENS OVERSIGHT COMMITTEE RECOMMENDATIONS
RELATIVE TO A REPORT FROM THE CITY ADMINISTRATIVE OFFICER AND
HOUSING AND COMMUNITY INVESTMENT DEPARTMENT IN RESPONSE TO

THE COMMITTEE’S REPORT ON INITIAL RECOMMENDATIONS TO IMPROVE
PERMANENT SUPPORTIVE HOUSING PROCESS AND FUNDING STRUCTURE

SUMMARY

The Proposition HHH (Prop HHH) Citizens Oversight Committee (COC) held a meeting on Friday,
December 14, 2018, and considered a report from the City Administrative Officer (CAQ) and the
Housing and Community Investment Department (HCID) relative to the Proposition HHH Citizens
Oversight Committee Report on Initial Recommendations to Improve Permanent Supportive
Housing Process and Funding Structure (Attachment 1). The Mayor's Office also made a
presentation in response to the COC’s recommendations (Attachment 2), which proposes a Pilot
Prop HHH Program.

RECOMMENDATIONS

That the Propositon HHH Administration Oversight Committee review the following
recommendations from the Proposition HHH Citizens Oversight Committee for Mayor and Council
consideration:

a. Reserve $120 million of Prop HHH bond proceeds for a Competitive HHH Pilot
Program;

b. Authorize HCID, the CAOQ, and the City Attorney to work with the Mayor’s Office
to develop detailed program regulations for the Competitive HHH Pilot Program
to ensure that the program:

i. Funds innovative production and/or financial models that produce 1,000
supportive housing units, completed within two (2) years of funding
approval;

ii. Produces high-quality products that can demonstrate long-term financial
and physical stability;

iii. Encourages long-term, permanent supportive environments for persons
formerly experiencing homelessness; and
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iv. Complies with all Federal, State and local laws that cannot be amended
within a three month period.

c. Authorize HCID to work with the Mayor's Office to release a Request for
Information, to receive input from the development community that would inform
the Prop HHH Pilot Program guidelines;

d. Authorize HCID to submit the draft Competitive Prop HHH Pilot Program
guidelines to the Prop HHH COC and Prop HHH AOC before the final guidelines
are submitted for Mayor and Council approval; and

e. The Prop HHH Pilot Program guidelines should stress the. City’s “state of
urgency” as it relates to addressing the homeless problem.
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FORM GEN. 160

CITY OF LOS ANGELES
INTER-DEPARTMENTAL CORRESPONDENCE

Date: December 13, 2018

To: Members of the Proposition HHH Citizens Oversight Committee
SRS VNS B ‘

From: Richard H. Llewellyn, Jr. , Cificer

Rushmore C tes, anager,
Department % &2

Subject: REPORT BACK ON INITIAL RECOMMENDATIONS FROM PROPOSITION
HHH CITIZENS OVERSIGHT COMMITTEE TO IMPROVE PERMANENT
SUPPORTIVE HOUSING PROCESS AND FUNDING STRUCTURE, DATED

NOVEMBER ¢, 2018

The City Administrative Officer (CAQO) and the Housing and Community Investment Department
(HCID) as the Proposition HHH (Prop HHH) General Obligation Bond administrator and Housing
Program departmental sponsor, respectively, thank the Prop HHH Citizens Oversight Committee
(COC) for the thoughtful recommendations provided in its November oth report to improve the
Prop HHH housing financing program.

Pursuant to your request, we have reviewed your recommendations and have outlined our
comments. We have also included recommendations for your consideration, which are

summarized on Pages 12-13 of this report.

BACKGROUND ON PROP HHH

Prop HHH, which provides up to $1.2 billion for housing and homeless facilities, was approved
by City voters in November 2016 (Attachment 1). The bond language restricts 80 percent of the
housing bond proceeds for PSH units, which must include onsite services for extremely low
income (up to 30 percent of Area Median Income (AMI)) and very low income (up to 50 percent
of AMI) households; with only 20 percent of the housing bond proceeds available for affordable
units for households at up to 80 percent of AMI (Attachment 2). The City executed a
Memorandum of Understanding (MOU) with the County of Los Angeles (County), and the
Housing Authority of the City of Los Angeles (HACLA), to provide funding for services and
rental/operating subsidies, respectively, for these projects. These funding sources are necessary
to develop successful PSH projects.

The Prop HHH Permanent Supportive Housing (PSH) Program was initiated at a time when
there was limited funding available for affordable housing, especially permanent supportive
housing. At the time, the City of Los Angeles (City) also experienced the largest increase in
construction costs in the country (Attachment 3) and other new sources of funding like the No
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Place Like Home Program, a major leveraging source for these units, was delayed due to a legal
challenge. In spite of these challenges, the City has made great strides since voter approval in
November 2016 in its implementation of Prop HHH.

The Prop HHH pipeline is currently at 55 projects with 3,741 1units; 2,809 of these are supportive
units. The average Prop HHH per-unit subsidy for the projects included in the first two Project
Expenditure Plans (PEP) is $148,188. The second Fiscal Year (FY) 2018-19 Call for Projects,
which closed on November 20, 2018, resulted in 26 proposals requesting $264,768,000. If all
26 proposals are deemed eligible, the pipeline will increase by 1,693 units for a total pipeline of
5,404 units. This type of production pipeline is unprecedented for HCID. In the four (4) years
prior to Prop HHH approval, on average HCID approved financing for 248 supportive units and
525 affordable units, or an average of 755 units annually.

Cne of the first projects funded by Prop HHH is set to be completed in August 2018 -- 24 months
from the time the City issued the bonds. Of the 33 projects in the first two PEPs, five (5) or 15
percent of the total, have been impacted due to rising construction costs. These projects are
currently awaiting funding determinations from other public entities. There are currently seven
projects under construction for a total of 466 units. Three additional projects with 257 units closed
their construction loans and will begin construction shortly for a total of 723 units in the
construction phase of their development.

The table below summarizes the Prop HHH commitments as of November 2018.

Commitments Amount of Prop | Total Number of Units | Prop HHH Average
HHH Committed Per-Unit Subsidy

FY17-18 PEP $73,157,162 615 | $118,954

FY 18-19 PEP $238,515,511 1617 | $157,228

Additional Letters of $245,080,750 1579 | $155,935

Commitment Issued

Funds Commitied to $48,934,788 N/A | N/A

Facilities (FY 17-18 and

18-19)

Staffing $1,5645,300 N/A | N/A

Total Commitments $607,233,610 3,711 [ NFIA

CAO AND HCID COMMENTS ON COC RECCMMENDATIONS
Our comments and recommendations are set forth below.

COC Recommendation 1: Declare a State of Emergency and Create Pilot Program to Build
1,000 Units of PSH Housing Units within 24 months

COC Recommendation 2: As Part of the Pilot Program, Create a “Red Team” to Expedite
Project Delivery and Help Solve Public Health Emergencies Caused by the Lack of
Housing

Prop HHH - AOC -12.20.2018 - Item 4



Attachment 1

-3

The Mayor’s Office separately will outline its recommendations for a Prop HHH Innovative Pilot
Program to expedite the creation of PSH units while also reducing costs to address the COC’s
recommendations 1 and 2.

The City of Los Angeles previously enacted a homeless shelter crisis declaration. As stated
during the COC’s November meeting, the City Attorney’s Office determined that, while the Mayor
and City Council have the legal authority to formally declare and periodically renew a local State
of Emergency under the California Government Code, the City Charter, and the City
Administrative Code, making this additional emergency declaration is unlikely to provide
additional benefits to the COC’s goal of more quickly bringing Prop HHH PSH units into service.
The only current City requirement that can be clearly waived under the City Charter through an
emergency declaration is the City’s requirement for competitive bidding of City contracts. We
agree with the COC that we should work toward streamlining instead of eliminating our Calls for
Projects. Other potential benefits of an emergency declaration (such as activation of the City's
Emergency Operations Organization (EOO) to mobilize City staff), are either not relevant to the
Prop HHH program or can be accomplished through other, more tailored means.

To provide an update on the typhus issue from information from the County’s Department of
Public Health (DPH), DPH annually reports flea-borne typhus cases in the County. This year
there were 70 cases reported. Of the 70 cases, 31 were reported in the City. 12 of these cases
were reported in Downtown Los Angeles; seven (7) of these were people experiencing
homelessness. The Mayor's Unified Homelessness Response Center (UHRC) has been
coordinating closely with the County DPH and City departments to conduct aggressive cleaning
efforts in the area to prevent the spread of the disease. There have been no new cases reported
since September. In addition, we expect to expand the hygiene services in the area through the
State of California Homeless Emergency Assistance Program (HEAP) grant. The cold weather
is the biggest deterrent to typhus given that the disease-spreading fleas promulgate in hot
weather. We will continue to monitor the situation and update the COC as needed.

-COC Recommendation 3: As Part of the Pilot Program, Temporarily Eliminate Limits on
the Maximum Per-Project and Per-Unit HHH Contributions and Modify Limits on the
Number of Projects Allowed per Developer

As you know, the total allowable per-unit subsidy is currently $220,000. Still, the average Prop
HHH per-unit subsidy for the first two bond issuances is $146,188. With voter approval of
Proposition 1 (Housing Programs and Veterans’ Loans Bond) and Proposition 2 (No Place Like
Home) in November, Prop HHH now has the leveraging sources necessary to reduce its per-
unit subsidy. No Place Like Home, which will be administered directly by the County, will provide
up $700 million for PSH projects over the next five (5) years. Projects in the City could receive
up to fifty percent of the awards, or $350 million. City projects could also receive a substantial
share of the funds from programs to be reactivated by the California Department Housing and
Community Department (HCD) under Proposition 1, including the Multifamily Housing Program
(MHP), Transit Oriented Development program (TOD), and the ongoing Veterans Homeless
Housing Program (VHHP). Because we are able to commit Prop HHH funds first, the City should
have substantial success in leveraging these additional sources.
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While we share the COC’s goal to reduce housing prices while increasing speed of production,
the current average per-unit cost is $447,165, or $447 million for 1,000 units. The City’s goal is
to finance 10,000 units to house the homeless, through Prop HHH and HCID’s additional funding
programs made available through the City’s affordable housing pipeline, by using every available
leveraging dollar available. If the City chooses to eliminate the per-unit/per-project maximum
subsidy and fund the entire project, we are concerned that fewer units would be developed. As
an alternative solution, we agree with the COC that we shouid challenge developers to be more
innovative and reduce the need for public sources.

Recommendations:

e In both its Reguiar Call for Projecis and the proposed Prop HHH Pilot Programs, HCID
will continue to encourage proposais that make the most efficient use of the Prop HHH
funds, but also support projects requesting maximum Prop HHH funding with no
additional public sources if it measurably reduces the time between commitment and
compietion of the project.

e HCID will repori at least annually to COC (and ultimately Council) with its
recommendations on appropriate funding caps as dictated by funding availability,
constructions costs, the necessity for urgency in delivery and other relevant factors.

e For the Prop HHH Pilot Program, remove the “50 percent of Total Development Cost”
funding cap. HCID will also examine the possibility of increasing the per-unit and per-
project funding caps if developers can demonstrate that other non-public financing
sources can fully repay the predevelopment and construction period Prop HHH
investment upon project completion.

The limits on the number of projects allowed per developer were designed to limit the
concentration of risk for developers and ensure projects continue to move forward and not stay
in the predevelopment stage. Only two developers have hit the maximum number of projects in
predevelopment. One of these has two projects that are about to stari construction and would
be eligible to submit more applications as soon as the construction starts. The current limits do
not seem to be an impediment for participation in the program, nevertheless HCID concurs with
the removal of this particular cap.

Recommendation:
e HCID will remove the limit on the number of projects allowed per developer for both the
Prop HHH Pilot and traditional Prop HHH Call for Projects programs.

COC Recommendation 4: As Part of the Pilot Program, Create an Interest Rate Incentive
Program that Aligns with the Goals of the Pilot Program and Program Priorities in the
HHH reguiations

If loan payments were mandatory immediately after construction completion, decreasing the
current interest rate of three percent (3%), which is well below market, could incentivize
additional developers to participate in the Prop HHH program. As you know, however, the type
of loan provided to Prop HHH projects, as well as all HCID affordable project loans, are residual
receipt loans. A residual receipt loan requires a single annual payment only after the project has
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paid its annual operating costs and it has been determined that the project has enough cash left
over fo make a payment. Supportive housing projects in general have very limited cash flow
and we would not expect payments from these projects until deferred developer fees are paid
off over 10 years. The priority for these projects is to ensure they can pay their operating costs
and keep a service reserve for emergencies. Needless to say, this structure is already extremely
beneficial to the developer and ensures the success of these projects.

The City will, however, entertain innovative financing mechanisms submitted through the
proposed Prop HHH Pilot Program.

Recommendation:
* HCID will ensure that the Residual Receipt Loan benefit is clearly highlighted in both the
proposed Prop HHH Pilot Program and its regular Call for Projects program.
e HCID will develop an interest rate incentive program in the proposed Prop HHH Pilot
Program, which will benefit projects that use alternative financing structures outside of
the traditional Low Income Housing Tax Credit Program.

COC Recommendation 5: Encourage Innovative Development Such as Modular,
Prefabricated, or Manufactured Housing and the Construction of Accessory Dwelling
Units

We agree that we must encourage innovative and cost efficient development. Modular,
prefabricated, and/or manufactured housing are all eligible under the current Prop HHH
guidelines. There is at least one project in the Prop HHH pipeline that is a modular, container-
based project.

The City has also streamlined the Accessory Dwelling Units (ADUs) process and between 2015
and September of 2018, received 8,279 permit applications. The City Planning Department
expects a record 5,000 permit applications this FY. The Mayor's Office recently received a $1
million grant from the Bloomberg Foundation for ADU development and HCID has proposed to
set-aside $1 million from the Linkage Fee Program for an ADU pilot program.

ADUs are critical to increasing housing inventory, housing lower-acuity homeless households,
and preventing more people from falling into homelessness. So long as the ADU is subject to
the 55 year affordability covenant required by Prop HHH, ADUs may be a good use for the less
restricted 20% portion of the housing funds. ADUs may not be the best fit the portion of Prop
HHH requiring on site supportive services.

Other recent housing initiatives have removed regulatory barriers and created new pathways for
the private sector to permit innovative designs, like the new Transit Oriented Communities
Program which allows for more density and less parking near key transit stations. The Mayor’s
Office has also convened a Housing Innovation Working Group, which created a new pathways
permitting container-based, prefabricated and shared housing typologies.
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Recommendations:
¢ The CAO and HCID will work with the Mayor’s Office and the Economic and Workforce

Development Department to develop new programs and initiatives that help build the
capacity of the prefabricated, modular construction industry in the region.

e HCID will clearly highlight in the proposed Prop HHH Pilot Program the ability for
developers to submit smaller-scale scattered site supportive housing developments.

COC Recommendation 6: Make Housing Easier to Finance and Build by Addressing
Mandatory Federal, State, and City Requirements in the HHH Regulations That Slow Down
the Development Process

In response to the first comment in this recommendation, the City Attorney outlined the primary
laws and ordinances governing the Prop HHH program and City contracts below. HCID cannot
unilaterally waive any of these requirements. Local ordinances can only be amended through
the City’s legislative process with Mayor and Council approval, which would require 2 longer
timeframe than the rollout of the proposed Prop HHH Pilot Program. Voter-approved
ordinances, such as Measure JJJ, require additional voter approval to be amended. The CAQ
and HCID, however, will continue to work with the City Attorney’s Office to identify any flexibility
as it relates to these applicable laws and regulations before the roll out of the proposed Prop
HHH Pilot Program.

1. Federal Laws

a. Americans with Disabilities Act, Section 504 of the Rehabilitation Act, Fair Housing Act, and related

regulations
i. Apply regardless of whether there is federal funding (Any “program, service or activity” of
the City, as a Title Il entity)

b. Use of federal funds in conjunction with HHH (HOME, HOPWA, etc.) may trigger compliance with
other federal laws and regulations, including but not limited to Davis Bacon (federal prevailing
wage).

2. State Laws

a. California Constitution (GO Bonds)

i. HHH funds must be used for “acquisition or improvement of real property.” Art. 13A, §
1(b)(2)
b. Fair Employment and Housing Act (overlap with federal accessibility laws, but some variations)
c. Prevailing Wage, Labor Code § 1720, et seq. (public works projects)
i. For “construction, alteration, demolition, installation, or repair work done under contract
and paid for in whole or in part out of public funds.”
ii. Possible project-specific exemptions
iii. City waived any “"Charter City” Constitutional exemption and makes State prevailing wage
laws applicable to City (City Admin Code, Section 10.7; City Charter, Section 377)

3. Local Ordinances
a. Measure JJJ, Affordable Housing and Good Jobs (Trust Fund Projects/Zoning Variance). Codified
in (Voter approved initiative):

i. Section 11.5.11 of the Muni Code
i. Section 5.522 of the Admin Code

b. PSH Project Labor Agreement
i. Section 10.51 of the Admin Code 10.51 (PSH projects with 65 or more units)

¢c. Living Wage Ordinance (LWO) (including for City financial assistance, with some exceptions)
i. Section 10.37 et. seq. of the Admin Code
ii. City Charter, Section 378
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d. Equal Benefits Ordinance (EBO) (City financial assistance, some exceptions)
i. Section 10.8.2.1 of the Admin Code
e. Contractor Responsibility Ordinance (City financial assistance, some exceptions)
i. Section 10.40 et seq. of the Admin Code
f. First Source Hiring Ordinance (FSHO) (City financial assistance, exemptions determined by BCA)
i. Section 10.44 et seq. of the Admin Code
g. Affirmative Action Program (Contracts by or on behalf of City)
i. Section 10.8.4 of the Admin Code
h. Various other disclosure, non-discrimination provisions applying to entities with City contracts.

Beyond requirements under federal and state law and local ordinance, any further requirements

for HHH applications are set forth in the Propositon HHH Program Regulations, which

regulations for Fiscal Year 2018/19 were last adopted through an HCID report forwarded by the
COC to the Administrative Oversight Committee (AOC), the Mayor, and City Council in the
summer of 2018. Generally, except for sections of the regulations that address the legal
requirements outlined above, the Proposition HHH Program Regulations can be amended by
City Council action and Mayor concurrence. HCID will recommend to City Council and the Mayor
that some of the COC'’s 11 recommendations be implemented through this process in time for
incorporation into the proposed Prop HHH Pilot Program in early 2019. HCID can also
incorporate input it receives in its next stakeholder meeting with respect to any specific, future
regulation changes that may help to speed up the development process.

In response to the second comment in this recommendation, HCID will include the ability for
applicants to seek a waiver for program requirements specified in the proposed Prop HHH Pilot
Program, subject to Mayor and Council approval.

In response to the third comment in this recommendation, the Letter of Acknowledgement
required from Council Offices has already been eliminated from Prop HHH regulations.

In response to the fourth comment in this recommendation, this month, HCID is planning to
partner with the Mayor's Office to solicit feedback from the broader development community on
the City Prop HHH Program and permitting process. HCID will also solicit feedback on draft
regulations for the proposed Prop HHH Pilot Program in addition to the Department's regular
stakeholder meetings that will be held in the spring.

Recommendations:

e The CAO and HCID will continue to work with the City Attorney to identify any flexibility in
the laws and regulations outlined above.

¢« HCID will work with the Mayor's Office to solicit open-ended feedback from the
development community on the Prop HHH program, permitting process, and the
proposed Prop HHH Pilot Program regulations. These comments will directly inform the
development of the proposed Prop HHH Pilot Program and the traditional Prop HHH Call
for Projects.
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COC Recommendation 7: Make Housing Easier to Finance and Build by Having the City
Take a More Active Role in Assisting with Property Acquisition

As reported previously to the COC, the City has been a national leader in the use of any available
city property for housing development. The City assesses its City-owned sites and if appropriate,
designates them as housing sites for HCID to put out to bid to affordable housing developers
under its Asset Management Evaluation Framework (Attachment 4). For the most part, these
sites are not being sold, but leased through long-term ground leases.

As part of the City's Comprehensive Homeless Strategy (CHS) approved in early 2016, the CAO
is the lead on Strategy 7D, “Using Public Land for Affordable and Homeless Housing.” The CAQ
has completed the review of the 428 City-owned sites that had been noted as “surplus” and
issued a report on this review in August 2018 (CF# 16-0600-S145). Unfortunately, this list only
yielded three (3) sites for permanent housing and one (1) site for a homeless navigation center.

To date, the CAO has identified 18 City-owned sites for permanent affordable housing, fifieen of
the sites are in the development pipeline and three of the sites were deemed infeasible. An
additional seven sites are in the due diligence phase prior to being added to the development
pipeline. A number of these are Los Angeles Department of Transporiation (LADOT) parking
lots.

The CAOQ continues to work with LADOT on the review of additional City-owned parking lots and
with other City departments to identify appropriate and available sites for housing use. We will
also be reviewing City-owned sites that may be underutilized.

Beyond City property, we are working with our other governmental partners on any other
available non-City governmentai land. The State of California Surplus Property law outlines the
process by which public agencies can dispose of surplus properties. These properties must first
be offered to other public agencies before the sites can be offered {o the general market and
sold to the highest bidder. As such, property lists are not available on a regular basis.

The City assesses its City-owned sites and if appropriate, designates them as housing sites for
HCID to put out to bid to affordable housing developers under its Asset Management Evaluation
Framework (Attachment 4). For the most part, these sites are not being sold, but leased through
long-term ground leases.

HCID has partnered with the Los Angeles Unified School District (LAUSD) on four LAUSD sites.
These housing projects have been completed and are occupied. HCID will continue to work with
LAUSD on any of its available parking lots and/or surplus property that may yield additional
affordable housing opportunities.

The County is following a similar process as the City’s and recently completed a review of all
County-owned sites. To date, two (2) sites have been identified as potential affordable housing
sites. METRO is also offering its suitable sites for affordable and market rate housing to
developers through a competitive process.
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The CAO also has been working with the State and the Federal governments on housing
production on State and Federal property including the West Los Angeles Veterans Affairs (VA)
Campus of which the COC is aware. The VA sites are part of the Prop HHH pipeline. The City
is also building A Bridge Home facility, which will provide interim housing for homeless veterans,
on the VA campus in partnership with the County. We are also working with the State on a
potential Bridge Home site. The CAO will continue to work with these entities to ensure that any
available site for affordable housing development is made available through a Request for
Proposals.

The New Generation Fund and Supportive Housing Loan Fund, both established by the City,
provide predevelopment and acquisition financing to developers for affordable housing.
Therefore, acquisition financing should not be an impediment for developers.

Recommendation:
e The CAOQ will report on the status of available state and federal sites for affordable

housing development.

COC Recommendation 8: Make HHH More Accessible by Revising Applicant Eligibility
Requirements

The current regulations require the development team to have a certain amount of experience
with multiple projects to apply for HHH supportive housing program dollars. The intent of the
regulations is to ensure the team has the necessary experience to develop and operate a
successful project and to give the team member with special needs housing experience
adequate control over the operations of the housing development. These requirements also
greatly enhance the developer's ability to obtain tax credit financing if such financing is part of
the developer’s funding stack. We believe the current regulations make send for tax credit
projects, but we concur with the COC that HCID must be flexible in determining capacity for high
quality development in projects funded through other sources.

Recommendation:

e HCID recommends keeping the regulations the same (i.e. amount of experience
measured by projects) for projects that will be financed with Low Income Housing Tax
Credit program to ensure appropriate experience. However, for both the Prop HHH Pilot
Program and the regular Call for Projects Program, HCID recommends in non-tax credit
financed transactions, where a certain amount of experience is not required to apply for
tax credits, that an alternate ownership structure can be proposed by the borrower thus
ensuring flexibility for varying scenarios.

COC Recommendation 9: Make HHH More Accessible by Permitting the Submission and
Review of unsolicited Applications, and Revise Project Eligibility Requirements

HCID issues three funding rounds each FY. The need to submit applications outside of the Call

for Projects schedule has not been raised by developers. Given the review and approval process
to obtain a Letter of Commitment (Prop COC, Prop AOC, Council Committees, City Council and
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Mayor), creating additional rounds or over-the-counter applications would create overlap. An
additional timing issue is that HCID must coordinate on the application review with the County
and HACLA; to ensure the project meets the services and rental voucher requirements. Starting
in July 2019, the City, County and HACLA will release an on-line application that will provide a
one-stop funding and approval process for Prop HHH, County capital funds, County service
funds, and HACLA rental vouchers. This will not only align the City’s key leveraging sources,
but also expedite the process for developers.

Recommiendation:
« HCID will market the one-stop application and approval process with the County and
HACLA to the developer community.

€COC Recommendation 10: Make HHH more Accessible by Encouraging More Non-Tax-
Credit-Finance Projects

Projects not soliciting federal low income housing tax credits are already eligible to apply for
Prop HHH under the current regulations. This year's Call for Projects has generated two such
proposals that are currently under review.

Notwithstanding the foregoing, one possible way to encourage more non-tax-credit-finance
projects may be to offer an option for Prop HHH funding using HCID’s residual receipt loan
program, where the residual receipt loan from HCID is the only public funding source for a Prop
HHH project, with all other funding coming from private sources (that is, a project could not also
use city-owned land, nor receive bond funding, tax credit funding, or other loans from any other
public source). This type of optional funding structure may aliow a project to fit within a statutory
exception to siate law prevailing wage requirements, which in turn may be a possible method to
help reduce construction costs in response to COC Recommendation 11. This possibie funding
option is discussed in more detail immediately below.

Recommendation:
e HCID will continue to encourage non-tax credit financed projects to apply for Prop HHH.

COC Recommendation 11: Reduce Construction Costs and Delays

There are many factors that affect the construction costs and timelines for affordable housing
projects. These include, materials and labor, timing of other funding sources, and location and
typography of site. In addition, each funding source has its requirements for construction as well
as construction regulation by various jurisdictions. Most rules ensure fraud and abuse do not
occur and ensure the workers are paid the appropriate wages. Other rules work to limit risk of
the overall development. HCID relies on other sources for their review and regulatory
requirements. Changes to Prop HHH may not be helpful since the projects would still be
required to comply with those same rules under the other County, State and Federal Programs.

Nine percent (9%) low income housing tax credit projects are required to close their construction
loans within 180 days of receiving a tax credit allocation and place projects into service (complete
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construction) by the end of the following year. For Four percent (4%) low income housing tax
credit projects must also start construction within 180 days from allocation, but does not provide
a completion deadline.

HCID adopted the Guaranteed Maximum contract (GMAX) several years ago as a method of
containing cost. It is not entirely clear if this requirement has had the desired effect. GMAX forces
contractors to share savings with developers, which may result in higher bids.

These challenges and others are why HCID meets regularly with contractors, and developers to
discuss the issues affecting affordable housing development. A final recommendation on this
issue would require more time.

Paying contractors for early delivery of units could speed production if it was balanced with
liquidated damages for delays. The developer is already paid a fee for their efforts. The faster
they move and are right in their assumptions, the more of their fee they keep.

One of the requirements that generally applies for HCID-financed affordable housing projects is
that a developer pay a prevailing wage to the construction workers, which comes from a state
law requiring prevailing wages on any “public works” project, generally defined as a project “paid
in whole or in part out of public funds . . . Cal. Labor Code section 1720(a)(1). However, there
is an exception to the prevailing wage requirement (outlined both in Section 1720 of the Labor
Code and in case law interpreting this section) where the only source of public funding is “in the
form of below-market interest rate loans for a project in which occupancy of at least 40 percent
of the units is restricted for at least 20 years, by deed or by regulatory agreement, to individuals
or families earning no more than 80 percent of the area median income.” Cal. Labor Code
Section 1720(c)(5)(E). So long as HCID's standard Prop HHH residual receipt loan is the only
public funding source for a project (and so long as other requirements to obtain this type of loan
under the Proposition HHH regulations are observed, including use of a regulatory agreement
to restrict unit affordability long-term), applicants might qualify for the Section 1720(c)(5)E)
exception to the prevailing wage requirement. This would be subject to Los Angeles Proposition
JJJ and the accompanying enabling City ordinance.

However, the COC should keep in mind that limiting a Prop HHH residual receipt loan as the
only public funding source limits leveraging opportunities for Prop HHH funds. This also likely
means that substantial private funding, which may come with higher interest rates or other
requirements not present with public funding sources, may still increase overall financing costs
for a project, which could actually outweigh the benefits of a prevailing wage exception. While
HCID believes that the likelihood of a project being able to use the abovementioned exception
is slim, there may be innovative funding structures that could still take advantage of this legal
option under state law.

Recommendations:
¢ HCID will ensure that the prevailing wage exception option is clearly highlighted in the
proposed Prop HHH Pilot Program.
e HCID will report back with a recommendation related to reducing construction costs and
delays after its stakeholder meetings are held in the spring.
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RECOMMENDATIONS

That the Prop HHH COC forward the following recommendations to the Prop HHH AOC for
consideration:

1.

Authorize HCID, the CAO, and the City Attorney to work with the Mayor's Office to
develop the detailed program regulations for the Competitive Pilot Prop HHH Program
to ensure:
i. Innovative production and/or financial models that will produce up to
1,000 units, and completed within two (2) vears of funding approval;
ii. Produce high-quality products that can demonstrate iong-term financial
and physical stability;
iii. Encourage long-term, permanent supportive environments for persons
formerly experiencing homelessness; and
iv. Comply with all Federal, State and local laws that cannot be amended
within a three month period.
Reserve $120,000,000 of Prop HHH bond proceeds for the Competitive Pilot Prop
HHHM Program;
Authorize HCID to submit the draft Competitive Pilot Prop HHH Program Request for
Proposals (RFF) to Mayor and Council for consideration by March 2019;
Authorize HCID to release the final Competitive Pilot Prop HHH Program RFP,
immediately following Mayor and Council approval; and
Request that HCID report back, with the assistance of the CAC, City Attorney and
Mayor's Office, to the Prop COC, AGC and Mayor and Council on proposais received
and funding recommendations.

HCID will:

A. Continue to encourage proposals that make the most efficient use of the Prop
HHH funds, but also support projects requesting maximum Prop HHH funding
with no additional public sources if it measurably reduces the time between
commitment and completion of the project;

B. Report at least annually to COC (and ultimately Council) with its
recommendations on appropriate funding caps as dictated by funding
availability, constructions costs, the necessity for urgency in delivery and other
relevant factors; :

C. Remove the limit on the number of projects allowed per developer;

D. Ensure that the Residual Receipt Loan benefit and the prevailing wage
exception option are clearly highlighted to the developer community;

E. Report to the COC on the input received from the affordable housing and
developer community;

. Maintain the regulations on developer experience based on number of projects;
but allow borrowers to propose alternative ownership structure for non-tax
credit financed transactions, to ensure flexibiiity for varying scenarios;

G. Market the one-stop application and approval process with the County and
HACLA to the developer community; and
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H. Report back with recommendations related to reducing construction costs and
delays after its stakeholder meetings are held in the spring.

7. For the Prop HHH Pilot Program, HCID will also:

A. Remove the 50 percent of total development cost funding cap;

B. Examine the possibility of increasing the per-unit and per-project funding caps
if developers can demonstrate that other non-public financing sources can
fully repay the predevelopment and construction period Prop HHH investment
upon completion;

Remove the limit on the number of projects allowed per developer;

Develop an interest rate incentive program for projects that use alternative

financing structures outside the traditional Low Income Housing Tax Credit

Program;

E. Include opportunities to propose smaller scale scattered site projects;

F. Allow for altemative ownership structures to be proposed by borrowers for
non-tax credit financed transactions; and

G. Highlight the prevailing wage exception.

o0

8. The CAO and HCID will:

A. Work with the Mayor’s Office and the Economic and Workforce Development
Department to build the capacity of the prefab construction industry in the
region; and.

B. Continue to work with the City Attorney to identify any flexibility in the
regulations that govern Prop HHH.

9. The CAO will report on the status of available state and federal sites for affordable
housing development.

Attachments:

> L=

Prop HHH Bond Language

Los Angeles County Area Median Income (AMI) for 2018

Los Angeles had the Nation’s Largest Increase in Construction Costs in 2017, Joseph
Pimentel, Bisnow Los Angeles, April 17, 2018.

City of Los Angeles Asset Management Evaluation Framework

Prop HHH - AOC -12.20.2018 - Item 4

e —

e r——



Attachment 1

Exhibit 1

HOMELESSNESS REDUCTION AND PREVENTION, HOUSING AND FACILITIES
GENERAL OBLIGATION BOND PROGRAM

Proceeds of the general obligation bonds, to be issued in one or more series on
a tex-exempt or taxable basis as determined o be necessary or appropriate, in an
aggregaie principal amount up to One Billion Two Hundred Million Dollars
($1,200,000,000), shal! be used only for the purposes of acquisition or improvemant of
real property to provide:

(A)  Supportive housing or supportive housing units for individuals and families
who are homeless or chronically homeless and (1) “extremely low
income,” as established and revised from time to time by the U.S.
Department of Housing and Urban Development (HUD) for the County of
Los Angeles (which currently includes income up to 30% of Area Median
Income (AMI)) (referred to herein as Extremely Low Income), or (2) “very
low income,” as established and revised from time to time by HUD for the
County of Los Angeles (which currently includes income up te 50% of
Ail) (referred to herein as Very Low Income), which housing includes -
faciliies from which assistance and services, such as mental health
treatment, health care, drug and alcohol freatment, education and job
training, may be provided by the Clty, other public entities, nonprofit
entities and/or private entities; 5

(B) Temporary shelter facilities, storage facilities, shower faciliies and other
facilities to be used by the City, other public entities, nonprofit entities
and/or private entities to provide supportive services or goods o, or
otherwise benefit, those who are homeless, chronically homeless or at risk
of homelessness;

(C)  Affordable housing or affordable housing units, including veterans
housing, for individuals and families who are (1) Extremely Low Income,
(2} Very Low income and/or (3) “low income,” as established and revised
irom time fo fime by HUD for the County of Los Angeles (which currently
includes income up to 80% of AMI) (referred to herein as Low Income), .
including individuals and families who are not currently homeless but are
at risk of homelessness; provided, however, that not more than 20% of
general obligation bond procaeds shall be used for such purposes; and/or

(D)  Associaied infrastructure end landscaping, including uiilities, sidewalis
and sireets to be used in connection with the housing units and other
facilities described in clauses (A) through {(C) above.

1-1
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The housing units and other facilities described above may be operated,
managed, owned or used by the.City, other public entities, nonprofit entities or private
entities, as permitied by law.

All housing developments and facilities described above shall comply with
applicable City, State and Federal accessibility laws and agreements, including Section
504 of The Rehabilitation Act of 1973 and the Americans with Disabilities Act.

Proceeds of the general obligation bonds would also be used to pay for costs
directly connected to the acquisition or improvement of real property described above,
as well as costs incidental to issuing the general obligation bonds.

Proceeds of the general obligation bonds will not be used to finance any services
or operations.

Additional Provisions:

(1) A seven-member Citizens Oversight Committee shall be established prior
to the issuance of any bonds, and shall be comprised of four members
appointed by the Mayor and three members appointed by the City Council.
Except as otherwise provided herein, the members’ terms and
qualifications, and any othsr duties and scope of the Citizens Oversight
Committee, shali be established by ordinance.

(2) A three-member Administrative Oversight Committee shall be established
prior to the issuance of any bonds, and shall be comprised of the Mayor,
the City Administrative Officer and the Chisf Legisiative Analyst, or their
respective designees. Except as otherwise provided herein, any other
duties and scope of the Administrative Oversight Committee shalf be
established by ordinance.

(3)  Onor before April 1 of each year beginning on April 1, 2018, the Citizens
Oversight Committee shall prepare or cause to be prepared, and submit,
an annual allocation plan for the upcoming fiscal year (beginning on the
immediately following July 1) to the Administrative Oversight Commiitee
for review and approval, which annual allocation plan shall then be
submitled by the Administrative Oversight Committee to the City Council
for review and approval. The annual allocation plan shall be adopted and
approved by the City Council and the Mayor prior to the beginning of such
upcoming fiscal year.

(4)  The annual allocaticn plan shall prioritize funding for supportive housing or

supportive housing units that provide for the expansion and improved
access for those who are homeless or chronically homeless to assistance

1-2
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and services, such as mental health treatment, health care, drug and
alcohol freatment, education and job training.

(5)  Afinancial audit shall be conducted for each fiscal vear bonds are
outstanding or any bond proceeds remain unspent by the City Controller
and shall be made available ic the public.

(8) Bonds shall be issued from time to time, and expended, based on an |
allocation process that includes the then current annual allocation plan to l
detemmine funding priorities and awards, as welj as the most recent annua .
financial audit conducted by the City Coniroller.

(7)  Bonds shall be issued and administered by the City Adminigirative Officer,
and bond financed projects under the Program shall be administered by
the Los Angeles Housing and Community investment Department or such
other depariment or entity as designated by the City Councii and Mavor,
each with oversighi by the Citizens Oversight Committee and the
Administrative Oversight Committee. The City Administrative Officer shali
annually report on the status of the Program, funds coilected and
expended and projects approved for funding.

(8)  Bond proceeds shall not be used to supplant funding from existing .
sources currently allocated by the City and dedicated to the development
or financing of (a) affordable housing or (b) supportive housing, temporary
shelter facilities, storage facilities, shower facilities and other facilities used
to provide supportive services to those who are homeless, chronically t
homeless or st risk of homelessness; provided, that, such funding from
existing sources are from established ongoing sources of funding,
including grant and special funds, and subject to the continusd availability
of such funds. This Maintenance of Effort requirement shall not apply to
any source of one-time or limited-duration funding, including General
Fund, Special Fund or Grant Funds.

(8)  All bond procseds shall be deposited into a special fund and shall only be
used for the purposes of the Program as described herein.

(10) If any secticn, clause, sentence, phrase, or portion of this proposition is
held unconsiitutiona! or invalid by any court or tribunal of competent
jurisdiction, the remaining sections, clauses, sentences, phrases, or
portions of this proposition shall remain in full force and effect, and to this
end the provisions of thie proposition are severable. In addition, the voters
declare that they would have passed all sections, clauses, sentences,
phrases, or portions of this proposition without the section, clause,
sentence, phrase or porlion held uncenstitutional or invalid.
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Los Angeles Had Nation’s Largest Increase In Consiruction Cosls In 2017
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Los Angeles Had Nation's Attachment3
Largest Increase In Construction
Costs In 2017

April 17,2018 | Joseph Pimentel, Bisnow Los Angeles

Construction costs in Los Angeles rose 7.50% year over year, the largest
increase among the nation's major markets, according to a report by property
and construction consultancy firm Rider Levett Bucknall.

Sﬁﬁ;ﬁggﬁ;&% o The increase in cost reflects the concerns of many local

project in developers that high costs are the new norm as Los

Hollywood, Los Angeles, from downtown to parts of greater Los Angeles,

Angeles. Orange County and Riverside are undergoing a building
boom.

And with President Donald Trump’s plan to impose a steel and aluminum tariff,
many developers are bracing for construciion costs to continue to increase in the
coming year,

“Our first quarter cost report is an empirical snapshot of the construction
industry during a year when it was confrented by turbulence from proposed
infrastructure programs, building-material tariffs, and immigration policies that
impact labor pools,” Rider Levett Bucknall Global Board Chairman Julian
Anderson said in a news release.

The Rider Levett Bucknall study released Monday found between Jan. 1 and
Dec. 31, 2017, construction costs across the nation rose by 4.2%.

Los Angeles saw a rise in constructicn activity and had the highest increase at
+7.50% from the previous year, followed by Poriland with 6.05% and San
Francisco at 6.23%, the study reports.

Boston, New York, Washingion, D.C., Las Vegas and Denver experienced a litile
over 2% jump from the previous year. Phoenix's construction costs rose 4.31%,
Seattle, 5.1% and Chicago’s increased by 5.35%.

hiips:/fwww. bisnow.comfios-angeles/news/construction-gevelopmanticonstruction-costs-jumped-75-in-los-angeles-the-highest-in-the-nation-6 7396 ' 112
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Meanwhile, Honolulu saw a decrease in year-over-year construction costs of
1.74%.

See Also: First The Candys Got Burned, Then Wanda. Now Cain international
Takes On Huge Beverly Hills Development Project

Related Topics: Rider Levett Bucknall, steel tariffs, Construction Los Angeles
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