e
TTTLT
i
|

E
%z‘i

1 a8 R O

= |
! I. - -
T
4

BUILDING MORE

Low Income Rental Units

HAVING MORE
Moderate Income Units BUILT

PRESERVING EXISTING

Qualified Income Units

Supporting the Construction of Housing
FOR ALL RESIDENTS OF HAWAII

A Report of the Hawaii Community Development Authority (HCDA)

November 25, 2014



HCDA POTS Report

Executive Summary

There is no doubt that the State of Hawaii is experiencing a housing crisis. A
recent report of the Department of Business, Economic Development and Tourism
(DBEDT) “estimated Hawaii would need about 5,200 new housing units to be built
each year until 2020 to adequately accommodate the state’s projected population
growth.” (Eugene Tian, Economic Research Administrator READ, DBEDT)

Others (Paul Brewbaker, Economist) have noted “decades of under-building have
aggravated Honolulu housing shortages”. In fact, Brewbaker has said, “almost a
new Ward Village is needed every year on Oahu, just for new household
formation”.
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As you can see since a peak in statewide permits issued in the 1971-1980 of 10,983,
there has been a steady decline in the number of building permits approved.

e 6,464 permits from 1981-1990
e 5,268 permits from 1991-2000
e 5,754 permits from 2001-2010
e 2,816 permits from 2011-2013



The Need for More Housing Units is Clear!
Each year on Oahu, more than 3,300 new households are being formed. Without a
supply of rental or for sale units being built, these households are:

e Being squeezed into the existing restricted supply of housing;
e Increasingly being confronted with high rental rates and sales prices; and
e Sometimes forced to move out of state.

Supply Demand

Hawaii Community Development Authority (HCDA) Initiative

In July 2014, the HCDA established a committee of its members to analyze and
recommend changes to its Reserved Housing Program that might produce more
qualified income units in the Kakaako Community Development District. The
committee undertook their analysis in the ensuing months and presents this report
for review and possible adoption by the Authority as a whole. The members of the
committee include:

e Brian Tamamoto, Chair (City Council small business representative)
e Brian Lee (Governor’s at-large appointee)

e Luis Salaveria (Budget & Finance designated representative)

e Rodney Funakoshi (DBEDT designated representative)



Implementation of the Committee’s Recommendation

The committee’s report will be presented to the full membership of the Authority
at its November 25, 2014 meeting. The report is divided into four major sections.
These sections include:

Build More Low Income Rental Units

Have More Moderate Income Units Built

Preserve Existing Qualified Income Units

Support the Construction of Housing Units for All Residents of Hawaii
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Within each of the four sections of the report, the committee identified actions and
techniques that were deemed to be supportive of that particular objective. These
actions and techniques include:

e Actions requiring Congressional action (2);

e Actions requiring change of State law or appropriation (4);

e Actions requiring coordination with the City & County of Honolulu or
other state agencies (9); and

e Actions requiring amendment of its administrative rules by the HCDA (9)

The POTS Strategy

The diversity of the actions and techniques indicate that no single entity holds the
solution or silver bullet for solving this issue. Instead, all in the State will have to
band together to produce the relief that we all desire — enhanced supply at low,
moderate and market housing prices and diversity of housing opportunities (both rental
and for-sale).

If adopted by the full membership of the Authority as its own, this report will be
disseminated to the: Governor, Speaker of the House and the Senate President (as
a portion of its annual report; the Mayor and Council Chairperson of the City &
County of Honolulu; and the state agencies named in the report. The report will
also be transmitted to the Congressional delegation.

Given the timeframe for action, the report’s recommended action/techniques will have to be
reviewed and ratified by future Authority members.



The report will also be presented to community organizations such as the Ala
Moana Neighborhood Board and the Kakaako Improvement Association. The
Authority will also make presentations to the editorial boards of community
media such as the Star Advertiser, Civil Beat and the Pacific Business News.

In accordance with state law, the Authority will also initiate rule-making (in
accordance with appropriate requirements of Chapter 91, Hawaii Revised Statutes)
and conduct the necessary public hearings prescribed by statute. However, in
accordance with the spirit and intent of a resolution adopted by the Ala Moana-
Kakaako Neighborhood Board, the Authority will also conduct at least two
additional community open houses to ensure that public comment is solicited and
received on any proposed changes to the HCDA administrative rules.

Organization of this POTS Report

Besides this Executive Summary, the POTS report consists of: a Powerpoint
presentation; a detailed action/technique narrative; and a listing of definitions. A
summary of the four objective areas with some frequently asked question (FAQ)
follows.

Objective - Build More Low Income Housing Rental Units
Frequently Asked Questions

Why does Government need to build more Low Income Housing Rental
Units? Nobody else will build these units. The rental revenue from these projects
don’t cover the cost to build and maintain the units.

Who Builds Low Income Housing Rental Units Now? Currently only
government or private developers given subsidy of cash and tax credits build these
units.

Who qualifies to live in a Low Income rental unit? The federal government
defines any household whose income is 60% or less of the Area Median Income
(AMI). In Honolulu for 2014 a single person making <$40,300/year is qualified to
live in a government subsidized low income rental unit.

How much government subsidy is needed to build Low Income Rentals?
Besides providing LIHTC credits, it is estimated that at least $100,000 in gap
funding is necessary to build each low income housing rental unit.



Actions/Techniques to Build More Low Income Rental Units

Nearly 90% of all low income rental units in the nation are built with a subsidy
and allocation of tax credits called LIHTC (low income housing tax credits). It is
imperative that the funding and allocation for this program is expanded in order

for more low income housing units to be constructed.

Financing Techniques

1.

Have Congress Increase Its Annual Allocation for the federal LIHTC
Program in Hawaii.

Identify a pool of corporations with an appetite for the LIHTC.

Identify specific LIHTC housing developments and costs. Have the
Legislature appropriate necessary funds (via tax exempt bonds) for these
projects to be constructed.

Secure Congressional Approve to Increase the HOME allocation to the State
of Hawaii.

Work with the State Employees Retirement System (ERS) to provide gap
tinancing for LIHTC developments that can provide a return appropriate
for the ERS.

HCDA to work with the C&C of Honolulu to establish Tax Increment
Financing (TIF) or Community Facility District mechanism to provide gap
tfinancing for specific LIHTC developments in Kakaako.

HCDA to amend its administrative rules to require that developers of
commercial space that employs a majority of workers at 60% AMI wage
levels or less to provide reserved housing rental units or a cash-in-lieu fee to
be paid to the Authority for construction of these types of units.

Policy Techniques to Produce More Low Income Rental Units

1.

Encourage the Hawaii Housing Finance Development Corporation
(HHFDC) to amend their Qualified Allocation Program (QAP) to allow
LIHTC developments to allow up to 10% of the units to be occupied by
households with incomes at 80% AMI or less.

HCDA to coordinate all rule changes with the HHFDC to ensure continuity
and consistency in all qualified income housing programs.

HCDA and the C&C of Honolulu to coordinate rule and ordinance to allow
bicycle and mechanized/robotic parking to substitute for required on-
site/off-site parking requirements for LIHTC developments.



Have More Moderate-Income Units (Rental or For-Sale) Built

There are currently no government-subsidized programs directed specifically to
the needs of the Moderate Income households. However, the HCDA currently
administers an option whereby private developers may satisfy a condition of their
development permit by providing 20% of their units as rentals for households
make no more than 100% AMI. These recommendations provide more incentive
and opportunity for moderate-income units to be developed by private
developers.

Frequently Asked Questions

What is defined as Moderate Income? The federal government defines
moderate income as a household making between 81% to 140% AMI. In 2014, a
single person making between $53,700 and $80,950/year.

Why does a person making Moderate Income need help with renting or
purchasing a residential unit? With current housing prices, even a single
person making as much as $80,000/year will have a hard time finding a home that
they qualify for. Most homes are being built for households that can afford to pay
more for their housing.

How many people in Hawaii make Moderate Income or less? The DBEDT
estimates that 80% of our state’s population make 140% AMI or less.

1. HCDA to amend their rules to allow developers flexibility to provide either
rental or for-sale units as market conditions dictate.

2. HCDA to amend its rules to specify that its Reserved Housing Moderate
income households earn between 80% and 120% AMI.

3. HCDA to amend its rules to specify that its Reserved Housing rules will
correspond with the proposed C&C policy that any project with 10 or more
residential units are subject to providing qualified income units.

4. HCDA to amend its rules to establish incentives for Reserved Housing
developers to provide larger units.



Preserve Existing and Future Qualified Income Units

There is currently approximately 1,991 qualified income units in the Kakaako
Community Development District. However, it is important to note that LIHTC
rental units are typically locked in for 30 years, while the regulated period for
HCDA Reserved Housing rental units are only for 15 years. The buy-back period
for HCDA Reserved Housing for-sale units are only for 5 years. More should be
done to preserve the status of existing rental and for-sale units.

Preserve Existing and Future Reserved for-sale Housing Stock

1. HCDA to amend its rules to extend buy-back period for Reserved Housing
for-sale units from 5 to 30 years.

2. HCDA to work with ERS to establish investment pool to buy back and sell
reserved housing units.

3. HCDA to amend its rules to specify that the regulated period for its
Reserved Housing Rental Units is increased from 15 to 30 years.

4. HCDA to utilize AMI Indexing Technique to set resale pricing for all units
that are bought back by the agency during the regulated period.

5. HCDA to have rental housing management agent verify tenant
qualifications at least once a year.

Reduce Development Costs for Reserved Housing and LIHTC Rental Unit
Projects. Developers do not build housing that do not return a profit. There is
currently a gap or shortfall that makes it impossible for a developer to build
qualified income rental housing without receiving subsidy and/or marketable tax
credits. It is therefore important to provide incentives for developers to build
Reserved Housing or LIHTC rental unit projects.

1. Allow HCDA Reserved Housing and LIHTC Rental projects to
automatically qualify for 201H HRS Fast Track Processing.

2. HCDA and the C&C of Honolulu to allow parking to be unbundled from
HCDA Reserved Housing and LIHTC rental projects located within a half
mile or 15 minute walk for a transit or bus station.



3. HCDA, the Department of Education and the C&C of Honolulu to provide
exemptions for HCDA Reserved Housing and LIHTC rental housing
developments from impact fees relating to the provision of public school
facilities or public facility dedication fees.

4. HCDA, the State Department of Taxation, the C&C of Honolulu and the
State Legislature to amend requirements for HCDA Reserved Housing
Rental Units from real property taxes and general excise tax until certificates
of occupancy are issued.

5. The State Legislature to establish statute creating tax credit or deductions
for developers achieving LEED silver or higher Energy or Development
status when constructing LIHTC Rental Housing Developments



Support the Construction of Housing for All Residents of Hawaii
By efficiently reviewing and processing all development permit applications
brought before the HCDA within the parameters of law and rule, more housing
will be constructed in the C&C of Honolulu. Any increase in the supply of
housing will help to meet some of the demand for market housing and allow
buyers currently living in moderately priced units to move up and give
opportunity for those in need of that price point.

1. HCDA to continue to administer its zoning and development rules
efficiently and to create community and place.

Conclusion

The housing shortage that we are experiencing today is a product of economic
cycles and decades of construction/lack of building activity. Itis a problem that
features:

e A growing backlog and shortage of new housing units and growing
demand.

e Limited resources (both government and in the marketplace) devoted to
supporting the construction of low and moderate income housing units for
the section of our population that clearly needs help.

e Limited subsidy and support to build rental housing only for the very low
income population (<60% AMI).

e Complex terms, formulas and strategies for the community to digest and
understand.

e The need for sustained strategies and support by all stakeholders through
this decade to even see the light at the end of the tunnel.

e Nosilver bullet strategy or solutions.

While this issue does not admit to quick and easily understood strategies, it is all
the more imperative that we start down the road to a solution. Please feel free to
review both the detailed description of the action/techniques and the glossary of
terms. While there is much to digest and understand, finding both the will and
discipline to reach the objectives is necessary for arriving at the solution.

The strategies described in this report are specific to the HCDA, but have

application to the issues and situation faced within the whole of the City & County
of Honolulu. Let’s join together and all become a “part of the solution.”
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