IN CAMERA

ADMINISTRATIVE REPORT

Report Date:  July 3, 2019

Contact: Heather Oland
Contact No.: 604.829.4219
RTS No.: 13314

VanRIMS No.: 08-2000-21
Meeting Date: July 23, 2019

TO: Vancouver City Council

FROM: CEO Vancouver Affordable Housing Agency (“VAHA”) in consultation with
the General Manager of Real Estate & Facilities Management

SUBJECT: 3338 Sawmill Crescent (Parcel 13 East Fraser Lands) - Lease Terms

IN CAMERA RATIONALE

This report is recommended for consideration by Council on the In Camera agenda as it relates
to Section 165.2(1) of the Vancouver Charter: (e) the acquisition, disposition or expropriation of
land or improvements, if the Council considers that disclosure could reasonably be expected to
harm the interests of the city; and (k) negotiations and related discussions respecting the
proposed provision of an activity, work or facility that are at their preliminary stages and that, in
the view of the Council, could reasonably be expected to harm the interests of the city if they
were held in public.

RECOMMENDATION

A. THAT Council authorize the CEO of Vancouver Affordable Housing Agency Ltd. (“VAHA")
to negotiate and execute a Development Agreement with the Community Land Trust
Foundation of British Columbia (“CLT”) for the development of a non-market housing
project (the “Project”) at the City-owned site at 3338 Sawmill Crescent, legally described
as PID:029-936-560 Lot 46 District Lots 330 and 331 New Westminster District Plan
EPP53802 (collectively the “Property”) which agreement will:

i. obligate CLT to perform all remaining design and other pre-development work for
the Project;

ii. commit CLT to reimburse the City for any pre-development costs funded by the
City as part of the Lease

iii.  commit the City to paying for the incremental costs of remediating environmental
contamination at the Property;
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iv.

establish the following conditions to execution of the lease described in
Recommendation B:

1. the approval by the City of a project pro forma submitted by CLT
incorporating current financial information (including all sources of
required debt and equity financing), a market rent analysis completed
within the previous six months and Class A or B construction cost
estimates and demonstrating that the Project will meet or exceed the
affordability requirements for the Project set out in Recommendation B;

2. the development permit prior-to letter for the Project has been issued or is
issuable; and

3. CLT has obtained commitment letters, letters of intent and/or
memorandums of understanding in respect of all required project equity
and debt financing on terms and conditions approved by the City;

And which will otherwise be to the satisfaction of the General Manager of Community
Services, the General Manager of Real Estate and Facilities Management, the Director of
Finance, and the Director of Legal Services.

B. THAT Council authorize the Director of Real Estate and Facilities Management to
negotiate and execute a ground lease, (the “Lease”) for the Property with CLT, or at the
request of CLT, a wholly-owned subsidiary of CLT provided that CLT will remain liable for
all obligations of such subsidiary as guarantor, to enable the development of non-market
housing projects, subject to CLT satisfying the conditions described in Recommendation
A, which ground lease will provide for:

Vi,

A term of 99 years;
A nominal prepaid rent;
A minimum of 20% of the units must be rented at shelter rates;

A minimum of 50% of the units with rents required not to exceed 1/40" of the
then current Housing Income Limits as published by the British Columbia
Housing Management Commission for the applicable unit type (HILS);

A maximum of 30% of the units must be rented at or below 90% of appraised
market rent in a comparable area or, in the absence of comparable units,
CMHC'’s Rental Survey for Vancouver for the applicable year of construction,
currently the 2005+ category;

Or such other deeper levels of affordability and/or affordability targets, as may be
determined by the General Manager of Arts, Culture and Community Services
and the Director of Finance, if such requirements do not compromise the ability
of the project to raise capital funding and financing from senior governments and
the long-term financial viability of the project;
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Vii.

viii.

Xi.

A set of conditions CLT must meet prior to commencing construction and that if
not met within a defined reasonable time will result in them being in default of the
lease, including:

1.

The approval by the City of a project pro forma submitted by CLT
incorporating current financial information (including all sources of
required debt and equity financing), a market rent analysis completed
within the previous six months and Class A construction cost estimates
and demonstrating that the Project will meet or exceed the affordability
requirements set out in the Lease;

The development permit prior-to letter for the Project has been issued or
is issuable; and

CLT has entered into legally binding agreement in respect of all required
project equity and debt financing on terms and conditions approved by
the City;

Reporting requirements, including rent, affordability, and occupancy statistics and
any additional financial or non-financial information required to support a better
understanding of the housing operation including audited financial statements
and a periodic building condition report;

A requirement to create, implement and comply with a capital asset plan;

A requirement to maintain a capital replacement reserve at a level of funding
determined by an independent third party consultant with relevant expertise and
approved by the City;

A requirement that operating surplus generated from the project:

1.

first, be used to create and maintain a reserve for the purpose of
stabilizing annual variances in operating income and operating expenses,
and;

second, be divided equally among the partners, with CLT’s portion to be
used to increase the affordability of HILs units in the building or increase
the number of HILs units, or create or acquire net new, social housing
within Vancouver and with BC Housing’s portion to be reinvested in
affordable housing projects in Vancouver under the new Vancouver
Affordable Housing Endowment Fund (or other affordable housing
projects in Vancouver that BC Housing and the City both support, and as
agreed to by the City), subject to approval from its Executive Committee
and/or Board of Commissioners.

It is understood that there is not expected to be any operating surplus
distributed to the partners during the term of any operating subsidies from
BC Housing as any such surplus will be used to reduce the operating
subsidy required by the project.
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xii.  An option in favour of the Provincial Rental Housing Corporation (“BC Housing”)
to assume the rights and obligation of the lessee in the event of specified
defaults as contemplated by the City’s Standard Lease Charge Term for bare
land leases of this kind

And which will otherwise be in accordance with the terms and conditions outlined in
this report and to the satisfaction of the General Manager of Arts, Culture and
Community Services, the General Manager of Real Estate and Facilities
Management, the Director of Finance, and the Director of Legal Services.

The proposed lease at a hominal rent constitutes a grant and requires 8 affirmative
votes of Council, per Section 206(1) of the Vancouver Charter.

C. THAT Council’s decision to commence negotiations and execute the Lease will not, in any
way, limit Council or the City and its officials (including the Approving Officer) in exercising
their regulatory discretion in respect of any rezoning, subdivision or consolidation or
permitting of or for the Properties;

D. THAT no legal rights or obligations will arise or be created by Council’'s adoption of
Recommendation A unless and until all legal documentation has been executed and
delivered by the respective parties.

REPORT SUMMARY

This report seeks Council authorization to enter into agreements with CLT to develop a 337 unit
non-market social housing project at 3338 Sawmill Crescent, subject to various lease execution
and construction green light conditions. The Project is dependent on a future Development
Permit and on funding from BC Housings, including a capital grant, mortgage financing and
ongoing operating subsidies. The proposed nominal lease to CLT to allow development of the
project constitutes a grant. Execution of the lease in advance of construction green-light will
facilitate CLT funding pre-development work with support from BC Housing. Should the
construction green-light conditions not be met the lease can be cancelled with CLT and BC
Housing at risk for any pre-development work.

COUNCIL AUTHORITY/PREVIOUS DECISIONS

In March 2017, Council designated VAHA to enable the development of affordable housing on
eight (8) City-owned and optioned sites.

In July 2017, Council was informed of the issuance of Request for Proposals (RFP) to design,
build, fund and operate rental housing on some of the City land that were designated by Council
to VAHA to act as agent of the City to enable the development of affordable housing.

On April 17, 2018, Council approved the selection of the CLT as the successful proponent to
RFP PSVAHA2017-03 and authorized the CEO of the Vancouver Affordable Housing Agency to
negotiate terms of development agreements and leases with the Community Land Trust to
design, build, fund/finance, operate and maintain affordable housing on the subject properties.
Council directed the CEO of VAHA to bring the final terms negotiated with the CLT back to
Council for final approval.
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CITY MANAGER'S/IGENERAL MANAGER'S COMMENTS

The City Manager and General Managers of Arts, Culture and Community Services, Real Estate
and Facilities Management and Finance recommend APPROVAL of the foregoing
recommendations.

REPORT
Background/Context

In line with the Housing Vancouver Strategy, the City is working closely with partners across the
housing sector and the development industry to advance the delivery of social and affordable
housing. This project will contribute towards the Strategy’s target of 12,000 social and
supportive housing units.

In July of 2017, VAHA issued three RFPs seeking a proponent to finance, build, operate and
maintain social housing on the seven City owned properties, including the subject properties.
On April 17, 2018, Council approved the selection of the CLT as the successful proponent of all
three RFPs.

The selection of the CLT as the successful proponent to finance, build, operate and maintain
social housing for all seven properties included in the RFPs created the opportunity to manage
the projects as a Portfolio, improving overall affordability and revenue generation across the
seven projects. The Portfolio is to be governed by Development Agreements, with the subject
property subject to the lease, as described in this report.

Strategic Analysis
Site and Project Description:

The Property is situated within Area 1, the designated Town Square Precinct, of the East Fraser
Lands (“EFL”) development. EFL, also known as the River District, is located in the southeast
corner of Vancouver on the Fraser River, and includes the land between Kerr Street and
Boundary Road, south of Marine Way, as well as a triangular-shaped site north of Marine Way
at Boundary Road. See Figures 1-3 for context.
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Figure 1: Aerial Site View

EFL has an industrial history; with the White Pines sawmill establishing operations here in 1926
on the Fraser River, until closing in 2001. Following the closure of the sawmill, a vision for the
development of a new and complete community began to take shape. In 2003, a major planning
process began, with discussions involving community groups, the City of Vancouver and the
developer, “Parklane Homes”. This culminated in the creation of the EFL Policy Statement,
adopted by the City of Vancouver Council December 2004.

EFL is planned to be developed into a complete and sustainable mixed-use community with a
range of residential housing including townhouses, apartment towers of up to 25 storeys, a
neighbourhood commercial centre and high street, public waterfront, parks, community centre
and child care facilities. Redevelopment of EFL will take place over the next ten years. An
additional storey is permitted provided that the floor area is 60% smaller than the floor below it.

Figure 2: East Fraser Lands ODP Boundary

WeslI|FrasJ-r Lands
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Adjacent to the border between the cities of Vancouver and Burnaby, EFL is close to rapid
transit and bus routes and within 10 minutes of Metrotown Centre, a major destination shopping
centre.

EFL is subdivided into numbered development parcels and rezoning areas. The subject
property is Parcel 13, which is located within Area 1, Town Square Precinct, sub-area 3 (CD-1
566). Area 1 encompasses the Town Square precinct, Waterfront precinct and Park precinct,
and was the first EFL plan area rezoning approved in 2008. At present there are four parcels
currently under construction, which include residential units with underground parking, retail
units and a grocery store.

Figure 3: East Fraser Lands Area 1 Rezoning Sites

The Property is an irregular shaped, vacant site, comprising a single legal lot with a total site
size of approximately 53,820 square feet (see Figure 4). The Property has no lane access at
present.

The Property is bounded by Marine Way to the north, a busy six lane arterial road and truck
route. The roads to the east, Sawmill Crescent and Jack Uppal Street are still under
construction. Across these roads, are EFL Parcels 14 (3350 Marine Way) and Parcel 16.2 (3450
Sawmill Crescent), both designated mixed use housing/commercial developments. To the west,
directly adjacent to the site, is a single storey public storage facility. North of the site, across
Marine Way, are low rise townhouse developments. The Canadian Pacific Railway tracks are
located to the south.
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Figure 4: Property Location Plan
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Both Parcel 13 and Parcel 15 in the Town Square precinct were originally allocated as
affordable housing sites in the EFL ODP document. However, the affordable housing density
allocated to Parcel 15 has since been transferred to Parcel 13. Therefore, Parcel 13 now
benefits from a greater density allowance than stated in the EFL Area 1 design guidelines.
The total residential density for Parcel 13 is now 20,770 square meters (223,566 square feet),
which includes the density transferred from Parcel 15.

There is no commercial/live-work or commercial/retail density allocated to this site.

The EFL ODP requires that twenty percent (20%) of the dwelling units in EFL be set aside for
affordable housing. Affordable housing sites were identified and secured for the City of
Vancouver through legal agreements. Vancouver Affordable Housing Agency is the City’s agent

for delivering these sites.
The development proposal, which is currently under Development Permit review and therefore
subject to change, consists of the following components:

e 337 units — 124 studio, 90 1BR, 54 2BR including townhouses, 69 3BR including
townhouses (36% family units);

e 6 storey midrise and 26 storey highrise;
e 2 levels of underground parking for 173 spaces, including car share; and,

e Secured storage for 645 bicycles.

VAHA is working with CLT to bring the project forward through Development and Building Permit
approvals. The project is currently under review for Development Permit. It is expected that the

building could be ready for occupancy in Q3 2022.
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Affordability

Affordability targets reflecting the minimum requirements that CLT must meet will be set out in
the Lease. The range of housing offered in the development is outlined below:

1. A minimum of 20% of the units must be provided at shelter rates.

2. Aminimum of 50% of units are required to charge rents that do not exceed 1/40" of HILs
for the applicable unit type.

3. A maximum of 30% of the units will be at the Low End of Market (LEM) which is rented
at or below 90% of the appraised market rent for a comparable unit in the local area or,
in the absence of comparable units, CMHC’s Rental Survey for Vancouver for the
applicable year of construction.

This level of affordability is enabled and required because the potential funding provided
through the BC Housing’s Community Housing Fund (CHF) includes both capital and operating
subsidies. The project has received an ‘A’ letter under the CHF funding program, meaning
funding has been allocated for the projects, but has not received final approval. CLT will work
with BC Housing to advance the project through each stage (Preliminary Development Funding,
Preliminary Project Approval, Final Project Approval) and the BC Housing Board will approve
specific grant amounts and financing based on project’s needs and due diligence at each stage.

Staff will work with CLT and funders to provide a spread of affordability across each of the unit
types and secure that in the final lease terms, subject to the proforma and project feasibility.

Financial Implications

The typical funding model for social housing projects entails leasing City land to housing
partners at below market or nominal rent for 60 years or longer, who will design, build, finance,
operate and maintain the housing project at prescribed affordability over the lease term.
Depending on the target affordability, projects may require additional equity contributions from
senior governments, foundations and charities.

For this project, CLT has applied to BC Housing for both grant and financing; the current pro
forma also indicates that the project will be dependent on an ongoing operating subsidy from BC
Housing to make the housing project financially sustainable while achieving the affordability
target over the term of the project. The project will not be able to proceed without confirmation of
all funding and financing from BC Housing.

The following table summarizes the estimated overall project capital costs and funding sources.
The construction ready development costs and corresponding funding and financing will be
reviewed as part of the approval process prior to executing the Lease.
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Table 1: Development summary
Estimated Development Costs ($ million) s.17(1)
Land lease (99 years)
Development
Total

Forecast Contributions ($ million)

City of Vancouver (99 year nominal lease)
Development Charge Exemption (municipal)
Development Charge Waiver (regional)

BC Housing Community Housing Fund
Mortgage financing

Total

Given the EFL ODP affordability requirements for this site, the current estimated fair market
(freehold) value of the site is $-17(1) and a 99-year lease is typically priced at 95% of the
freehold value as such the City’s nominal land lease represents an up to $-17(1) benefit to
CLT from not having to purchase a comparable site in the private market to develop the
affordable housing project. The below market lease constitutes a grant and approval requires
eight (8) affirmative votes of Council, per Section 206(1) of the Vancouver Charter.

The following table summarizes the estimated cost of each residential unit including and
excluding land value.

Table 1: Estimated Costs / Residential Unit
| Land (3) | Construction ($) | Total ($)
Studio  S-17(1)
1-bedroom
2-bedroom

3-bedroom
Note: The estimated residential cost per unit by type above is based on current available
information on capital costs and design parameters, both of which are in the process of being
optimized, so most of these rates are expected to vary accordingly.

Lease execution is contingent on CLT having secured all required funding and financing to
deliver a viable project and demonstrating project viability over the term of the lease at the
target affordability in an updated pro-forma which reflects project costs (capital and operating),
financing rates, and rent levels.

In addition, CLT is required to provide an updated pro-forma reflecting the above information
and demonstrating project viability (including operational viability) prior to the City permitting
construction. In the event, that CLT is not able to demonstrate project viability, the City has the
authority to cancel the lease. However, COV and CLT will work collaboratively to avoid this
outcome. In the event that the Lease defaults, BC Housing could consider taking over the lease
and/or working with the City to find an alternative operator for what will be a shovel-ready
project. If BC Housing provides preliminary development funding for this project and the project
does not proceed due to failure of any of the above conditions, BCH would seek its
proportionate share of the pre-development costs incurred from CLT. Any pre-development cost
funded by VAHA will be reimbursed by CLT as part of the project development costs.

Consistent with Council policies, all affordable housing projects are expected to be self-
sustaining over the life of the project where rents are set at levels that will cover mortgage
payments (to repay some or all of the construction costs), operating costs and capital
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replacement; and do not require further operating subsidies, property tax exemptions, and/or
financial guarantees from the City.

The form of the Lease will be based on the City’s standard practice for Social Housing including
the key terms included in recommendation A and include terms on the allocation of any
operating surplus arising from the project.

It is understood that there is not expected to be any operating surplus, distributed to the
partners, during the term of any operating subsidies from BC Housing, as any such surplus will
be used to reduce the operating subsidy required by the project. Any potential future surplus
which is to be divided equally between the partners, with CLT’s portion to be used to increase
the affordability of HILs units in the building or increase the number of HILs units, or create or
acquire net new, social housing within Vancouver and BC Housing's portion also to be
reinvested in affordable housing projects in Vancouver under the new Vancouver Affordable
Housing Endowment Fund (or other affordable housing projects in Vancouver that BC Housing
and the City both support, and as agreed to by the City), subject to approval from its Executive
Committee and/or Board of Commissioners.

Environmental Considerations

The Property was remediated to residential land soil use standards and a numerical Certificate
of Compliance (“CoC") has been obtained from the BC Ministry of Environment in 2007. As
such, further investigation or remediation is not anticipated; however, due to the age of the CoC
and changes to Provincial legislation, a review will be conducted by the City prior to site
development to ensure that the CoC remains valid for the intended development. In accordance
with the CoC, the City will retain a qualified environmental consultant to be available to manage
any environmental media of concern during redevelopment of the subject property. The City will
be responsible for the management and costs associated with any works required under the
Contaminated Sites Regulation (CSR).

CONCLUSION

Approving authority for the City to negotiate and execute the proposed development and
agreements with CLT will advance the opportunity to develop a 337 unit non-market social
housing project at 3338 Sawmill Crescent subject to various lease execution and construction
green light conditions. While the Project is dependent on a future Development Permit and on
funding from BC Housing, including a capital grant, mortgage financing and ongoing operating
subsidies, execution of the lease in advance of construction green-light will facilitate CLT
funding pre-development work with support from BC Housing.
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