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To: The Mayor 
The Council

Uo

Richard H. Llewellyn, Jr., City Administrative OfficerFrom:

Housing and Community Investment Department transmittal dated January 4, 2021; 
Received by the City Administrative Officer on January 15, 2021, Additional 
Information Received through February 8, 2021

Reference:

Subject: REQUEST FOR AUTHORITY TO REVISE GROUND LEASE TERMS FOR CITY- 
OWNED PARCELS BEING DEVELOPED FOR AFFORDABLE HOUSING

RECOMMENDATIONS

That the Council, subject to the approval of the Mayor:

1. Note and file the Housing and Community Investment Department (HCID) transmittal dated 
January 4, 2021 relative to the revision of ground lease terms for City-owned parcels being 
developed for affordable housing;

2. Authorize the General Manager of the HCID, or designee, to:

Amend the ground lease terms for nine City-owned properties that have been leased 
for the development of affordable housing. The new ground lease terms reduce the 
annual base rent from $10,000 per year to $1 per year; eliminate residual receipts 
rent due to the City; and change the length of the Initial Term of the ground lease to 
55 years, to be consistent with State regulations;

a.

b. Negotiate and execute ground leases with affordable housing developers for three 
City-owned properties with terms that differ from the previously approved key terms 
and conditions. Specifically, the new terms reduce the annual base rent from $10,000 
per year to $1 per year; eliminate residual receipts rent due to the City; and change 
the length of the Initial Term of the ground lease to 55 years, to be consistent with 
State regulations; and

Prepare Controller instructions and make any necessary technical adjustments 
consistent with the Mayor and Council actions on this matter, subject to the approval 
of the CAO; and,

c.
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3. Authorize the Controller to use funds from the Low and Moderate Income Housing Fund to 
refund a total of $30,000 in collected base ground lease payments, or $10,000 each for the 
following lessees: Metamorphosis on Foothill, L.P., Gramercy Place, L.P., and 11681 
Foothill L.P. (Summit View Project).

SUMMARY

The Housing and Community Investment Department (HCID) requests authority to amend the 
ground lease terms for eight City-owned properties that have been leased for the development of 
affordable housing, and negotiate and execute ground leases with affordable housing developers 
for four City-owned properties with terms that differ from the previously Council and Mayor 
approved key terms and conditions. The proposed revisions to the terms will: 1) reduce the annual 
base rent from $10,000 per year to $1 per year; 2) eliminate residual receipts rent due to the City; 
and, 3) change the length of the Initial Term of the ground lease to 55 years, to be consistent with 
State regulations. The Initial Terms for the 12 projects range from 65 to 67 years. The HCID reports 
that it has begun including these terms in negotiations for projects that do not yet have Key Terms 
approved by the Mayor and Council, and is requesting to amend previously approved terms to 
standardize ground leases on all applicable affordable housing projects on City-owned land. The 
Department reports that the changes to the annual base rent and residual receipts components on 
ground leases would reduce operational costs and change the financing structure for these 
projects, and therefore, potentially reduce the public subsidy for the projects. Reducing the public 
subsidy for projects could help the City better facilitate the development of affordable housing. The 
HCID additionally requests authority to refund three developers for previously paid annual base 
rent, totaling $30,000, from the Low and Moderate Income Housing Fund. Subsequent to the 
release of their transmittal dated January 4, 2021 (Report), the HCID clarified that two of the 
projects are no longer in negotiations and have executed ground leases and one of the projects is 
currently in negotiations; therefore, the recommendations should reflect amending nine ground 
leases and executing three ground leases. A revised table summarizing the twelve projects is 
below.
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TABLE: DEVELOPMENTS WITH EXECUTED GROUND LEASES OR TERM SHEETS

Property Address 
(Development Name)

Council File 
Number

Council
District

Executed 
Ground Lease?

Base Rent 
to Refund

Initial
Term

$10,00013574 W. Foothill Blvd (Metamorphosis on Foothill) 16-0600-S145 7 Yes (C-132804) 67

$10,0002375 W. Washington Blvd (Gramercy Place Apts) 12-0049-S5 10 Yes (C-133120) 67

$011950 W. Missouri Ave (Missouri Place) 12-0049-S5 11 Yes (C-134128) 67

$10,00011681 W. Foothill Blvd (Summit View) 12-0049-S5 7 Yes (C-134552) 67

$0283 W. Imperial Hwy (Isla de Los Angeles) 17-0090-S13 9 Yes (C-135303) 67

$01035 S. Berendo St (Berendo Sage) 16-0600-S145 1 Yes (C-136950) 65

$01637 N. Wilcox Ave (Hollywood Arts Collective) 12-0049-S5 13 Yes (C-137432) 67

456 W. 9th St (456 West Lofts) $015-0450-S1 15 Yes (C-137641) 67

$01047 S. Mariposa Ave (Mariposa Lily) 19-0423 1 In negotiation 65

110 S. Boyle Ave (La Guadalupe) 14-0425-S8 14 No 67

4600 & 4601 W. Washington Blvd (Washington Arts 
Collective)

12-0049-S5 10 No 67

619 S. Westlake Blvd (Westlake 619) 12-0049-S13 1 No 67

The Department reports that they are revising their standard ground lease terms according to two 
different scenarios. The first scenario is for projects that receive a residual receipts loan from a 
public agency, for which HCID will reduce the base rent from $10,000 to $1 per year and eliminate 
residual receipts rent. The second scenario is for projects that do not receive a public agency 
residual receipts loan. Projects financed through conventional loans only would have to pay an 
annual base rent of $10,000 and would not have a residual receipts component in their ground 
lease. If it is beneficial to the project, developers in the second scenario may request to pay an 
annual residual receipts rent of 50 percent of excess cash flow and may request a reduction from 
$10,000 to $1 annual rent. All of the projects included in this report are being revised according to 
the first scenario. The HCID confirmed that there are currently no projects that meet the criteria of 
the second scenario. The Department indicates that a reduction in the base rent reduces operating 
costs, allowing developments to qualify for larger conventional loans, therefore reducing the 
project’s need for public subsidy, while removing residual receipts rent simplifies the financing of 
projects. Based on the income of tenants and potential services provided in most of HCID’s 
affordable housing projects, residual receipts payments for years in which revenue from rent 
exceeds operational costs are not expected until 14 or 15 years after most projects are complete. 
Additionally, by eliminating residual receipts payments associated with the ground leases, any 
residual receipts a project may have will be used to pay outstanding City loans for the project such 
as Proposition HHH and HOME Investment Partnerships Program (HOME) loans.

The HCID reports that revenue from annual base rent and residual receipts will be deposited to 
different funds depending on the entity that previously controlled the City-owned site prior to its 
disposition for affordable housing. If the site is a former Community Redevelopment Agency of Los
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Angeles site, then revenue will be deposited into the Low and Moderate Income Housing Fund. 
The Department indicates that if the site was previously controlled by the General Services 
Department or Los Angeles Department of Transportation (DOT) and does not require replacement 
parking, then revenue will be deposited into the General Fund. The HCID notes that if the City- 
owned property is a DOT site that requires replacement parking, then revenue is due to the Special 
Parking Revenue Fund (SPRF) if the project does not meet the replacement parking terms 
indicated in a Memorandum of Understanding (MOU) between HCID and DOT for sites developed 
with affordable housing. The SPRF, which collects parking revenue from DOT-owned parking 
facilities and lots, transfers its annual surplus to the General Fund.

Of the twelve projects listed in the Table above, the HCID notes that four of the projects are 
expected to have sufficient cash flow to make residual receipts payments for ground lease rent that 
would be deposited to the General Fund. The estimated amount of residual receipts payments from 
the four projects is $1.4 million through year 15 of the ground leases. The Hollywood Arts Collective 
project located at 1637 N. Wilcox Ave is a project that recently executed a ground lease and it will 
not meet the replacement parking terms in the MOU between HCID and DOT. The HCID estimates 
that from years seven through 15, the Wilcox project would pay a total of $877,935 in residual 
receipts rent, of which $47,137 would be due to the SPRF for the loss of eight parking spots. As 
previously stated, by eliminating residual receipts payments as part of the ground lease, projects 
are expected to have additional cash flow to repay Proposition HHH, HOME, or other City loans 
provided toward the development of the project. The analysis HCID provided is for 15 years, even 
though the Initial Terms of the ground leases are proposed to be 55 years, because loans are 
typically refinanced after 15 years; therefore, an annual amount for residual receipts beyond year 
15 is not provided at this time.

This Office concurs with the Department that reducing the annual base rent and eliminating residual 
receipts could reduce a project’s need for public subsidy. This Office finds that the benefits to 
reducing barriers to building affordable housing is a significant consideration to forgoing revenue 
from the previously approved annual ground lease terms. The Office concurs with the Department’s 
recommendations, as amended to reflect the correct number of properties that have not yet entered 
into negotiations for the ground lease.

FISCAL IMPACT STATEMENT

There will be no impact to the General Fund as a result of the proposed changes to the ground 
lease terms for eight of the projects. The Low and Moderate Income Housing Fund would be used 
to reimburse the three developers that have already paid an annual base rent.

The Housing and Community Investment Department (HCID) estimates that four of the subject 
projects would have sufficient cash flow to make a total of $1.4 million in residual receipts payments 
to the General Fund from years seven through 15 years after the projects are complete. For the 
Hollywood Arts Collective project, $47,137 would be due to Special Parking Revenue Fund for the 
loss of eight parking spots. The HCID reports that because loans are typically refinanced after 15 
years; an annual amount for residual receipts beyond year 15 of the ground leases is not provided 
at this time. The Department indicates that eliminating residual receipts payments as part of the 
ground lease, however, allows the projects to have additional cash flow to repay Proposition HHH,
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HOME, or other City loans provided toward the development of the project.

FINANCIAL POLICIES STATEMENT

The recommendations in this report comply with the City’s Financial Policies.

RHL:EIC:02210105c


