MANAGER’S BUDGET ADDENDUM #3

SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR AND FROM: Jim Shannon
CITY COUNCIL
SUBJECT: FISCAL SUSTAINABILITY OF DATE: May 10, 2022

INTERIM HOUSING OPERATIONS
AND MAINTENANCE COSTS

Approved @d\m WW Date: 5/10/2022
S U L

RECOMMENDATION

Approve the methodology described in this memorandum to include, as Committed Additions to
future Five-Year General Fund Forecasts, the costs to operate and maintain the existing and
future inventory of bridge housing communities, emergency interim housing (EIH) communities,
and converted hotels and motels to shelter unhoused community members in San José.

BACKGROUND

On September 29, 2021, the Rules and Open Government Committee approved a memorandum
from the Mayor and Councilmembers Peralez, Jimenez, Foley and Mahan seeking to have 1,000
pandemic-era EIH units and 300 HomeKey motel units under construction or completed by
December 2022.

This memorandum responds to the Mayor’s March Budget Message for Fiscal Year 2022-2023,
as approved by the City Council, which directed the City Manager to: 1) “allocate a sufficient
amount of one-time funding—through a combination of Federal, State, and General Fund
resources—to enable the development, construction, and ongoing operations of emergency and
interim housing at six sites, including quick-build communities and converted motels...staff
should not overlook the opportunity to densify existing quick-build apartment sites with
additional units”; and 2) allocate “increasing levels of ongoing General Fund resources, as
necessary, to ensure that the combination of external and internal funding resources suffices to
operating these housing facilities for the next half-decade.”
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The 2022-2023 Proposed Operating Budget allocates a combined $40.0 million from the General
Fund ($21.5 million) and the American Rescue Plan (ARP) Fund ($18.5 million) to kick-start the
development of EIH sites and seed funding for their future operations and maintenance costs.
This allocation is generally consistent with the forecast modeling provided in the memorandum
recommending the change to City Council Policy 1-18, Section 22 regarding the use of Measure
E Real Property Transfer Tax revenues that was approved by the City Council at their meeting
on April 19, 2022!. That memorandum provided several scenarios of the long-term obligations
the City could face with the development of additional EIH and HomeKey sites (included here
for easy reference as Attachment A).

This Manager’s Budget Addendum focuses on “Scenario 3” of the April 19" memorandum,
which modeled the potential cost implications to the City through 2029-2030 to operate and
maintain all existing EIH and HomeKey sites, new sites that would be initially funded with
Project HomeKey applications that are still pending with the State, and the construction of four
new EIH sites. This scenario makes the following revenue and cost assumptions:

e For non-City, external funding, only assumes Federal and State sources that staff is
relatively certain will be available in the future; it does not include any new external
resources from government agencies that might be made available for homeless support
in future budget cycles, nor does it consider any additional philanthropic donations.

e Assumes a one-time infusion of City funding of $40.0 million in 2022-2023.

e Assumes ongoing contributions from Measure E revenues of approximately $6.2 million
(on top of the $12.2 million estimated for 2021-2022).

e The cost to develop, design, and construct a new or expanded EIH site is estimated at
$15.0 million; the cost to operate and maintain a new EIH site is estimated at $3.5
million, escalated at 3.0% annually.

Using these assumptions, ongoing annual General Fund contributions to support future operating
and maintenance costs were estimated to begin in 2023-2024 at $5.0 million, escalate to $12.0
million in 2024-2025, and incrementally rise to $32.0 million in 2029-2030. This scenario
illustrates the relative magnitude of investment required to provide homeless sheltering options
for our unhoused community in alignment with past City Council direction. The actual costs and
level of future General Fund contributions will be based on the availability of pending Project
HomeKey applications; the number, type, and design of new or expanded EIH sites authorized
for construction; and the availability of other funding sources and philanthropic efforts, as
discussed in the Analysis section below.

! Proposed Changes to the Spending Priorities and Percentage Allocation of Measure E Real Property Transfer
Taxes, April 19,2022: https://sanjose.legistar.com/LegislationDetail.aspx?ID=5554396&GUID=10457FCC-14E4-
47BF-B470-27A1F4DA0CC2&0Options=&Search=



https://sanjose.legistar.com/LegislationDetail.aspx?ID=5554396&GUID=10457FCC-14E4-47BF-B470-27A1F4DA0CC2&Options=&Search=
https://sanjose.legistar.com/LegislationDetail.aspx?ID=5554396&GUID=10457FCC-14E4-47BF-B470-27A1F4DA0CC2&Options=&Search=
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It is important to note that the $40.0 million allocation of one-time funds and future ongoing
General Fund allocations may not be sufficient to fully reach the goal of 1,000 pandemic era
interim housing units and 300 converted hotel/motel rooms depending on site selection, actual
site development and construction costs, and the availability of additional external funding.
However, this infusion of funds makes substantial strides to meeting the goal while still allowing
other strategic investments in the 2022-2023 Proposed Operating Budget important to the City
Council and community. Further, it is likely that additional external funding will become
available in future budget cycles to supplement the currently identified resources. Depending
upon the final approved direction by City Council in terms of projects and funding, and the
actual cost to develop approved projects once contractor proposals have been received, the
Administration will be able to update the City Council, likely during the 2023-2024 budget
process, on the alignment between funding allocations and the delivery of the goal stated above.

The Administration will return to the City Council in June 2022 to identify potential sites for
new development and/or expand existing EIH sites in alignment with past City Council direction.

ANALYSIS

Regardless of the level of one-time funding provided by City or external sources to fund EIH
development and construction, the City needs to have a long-term funding strategy in place for
their future operating and maintenance costs. The Administration recommends treating all ETH
and converted hotel/motel sites as a Committed Addition that will be incorporated into future
General Fund forecasts.

Committed Additions involve future operating expenses for projects that have been previously
approved by the City Council and deemed relatively unavoidable. They are generally
represented as new or improved capital assets that, once built, need to be operated and
maintained. A current example is the future opening of the Emergency Operations Center
(EOC). The 2022-2023 Five-Year General Fund Forecast assumed operating and maintenance
costs of $463,000 in 2022-2023 (partial year), and ongoing costs of $1.6 million beginning in
2023-2024. These costs were assumed as ongoing reserves in the Forecast, and the 2022-2023
General Fund surplus of $30.1 million already includes these costs.

Further, City Council’s Budget Principle #8 that was adopted during the 2008-2009 Budget
process states that projects “shall not proceed for projects with annual operating and maintenance
costs exceeding $100,000 in the General Fund without City Council certification that funding
will be made available in the applicable year of the cost impact. Certification shall demonstrate
that funding for the entire project, including operating and maintenance costs, will not require a
decrease in existing basic neighborhood services.” As an example application of this principle,
the City Council authorization to award a construction contract for the EOC and Fire Training
Center also included the certification required by Budget Principle #8. The 2022-2023 Proposed
Operating Budget allocates funding for these costs, offset by a reduction to the expense reserve
established in the 2023-2027 Five-Year General Fund Forecast.
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Methodology to Include Future EIH and Converted Hotel/Motel Operating and
Maintenance Costs as Committed Additions to Future General Fund Five-Year Forecasts

Based on past practice to account for future operating and maintenance costs as a Committed
Addition in the Five-Year General Fund Forecasts released at the end of February each year; the
practice of certifying projects with annual operating and maintenance costs in excess of
$100,000; and previous City Council direction to maximize the use of external, Federal, State,
County, and philanthropic resources, the Administration recommends the following approach to
maintaining a long-term funding strategy to support EIH and converted hotel/motel construction,
operations, and maintenance:

1. The Administration will continue to pursue all available Federal, State, County,
philanthropic, or other external resources to support development, design, construction,
operations, and maintenance costs; these funding sources will be prioritized for use above
other City resources, including Measure E revenues and other General Fund sources.

2. The Administration will maintain a 10-year forecast horizon that estimates Federal, State,
County, philanthropic, or other external resources that the City Manager determines has a
high likelihood of being received and is eligible to pay for one-time and ongoing costs for
EIH sites.

3. Concurrent with City Council approval of a contract to move forward with development
of a new site or expansion of an existing site, the City Council will also certify the
ongoing costs for that site as a Committed Addition under Budget Principle #8 — all
existing sites within their current footprints are “grandfathered” as certified.

4. For all sites approved and certified by the City Council, the 10-year forecast horizon will
include all estimated development, design, construction, operations, and maintenance
costs.

5. To the extent that identified external resources are not sufficient to pay for all costs over
the 10-year horizon, the City shall first use available funding from the “15% Homeless
Support™ allocation from Measure E revenues, then the City shall use other General Fund
resources to address any remaining funding shortfall.

6. To limit dramatic swings of General Fund allocations to the extent feasible, General Fund
contributions will be gradually increased over a period of time to meet the funding
requirements of the 10-year horizon.

7. The estimated annual General Fund allocation required to fully fund the costs included in
the 10-year horizon will be included in the 2024-2028 General Fund Five-Year Forecast,
and each subsequent forecast thereafter.
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The above approach is consistent with the City’s sound budgeting and financial planning
principles, prioritizes and maximizes the use of external funding sources to preserve local City
sources for other critical services, and provides a mechanism to engage in the long-term planning
efforts to help support the unhoused community.

COORDINATION

This memorandum was coordinated with the Housing Department, the Public Works
Department, and the City Attorney’s Office.

/.~ Jim Shannon
Budget Director

For more information, please contact Jim Shannon, Budget Director, at
jim.shannon(@sanjoseca.gov, or (408) 535-8142.

Attachment A
Emergency Interim Housing Communities and Hotels Source and Use Statements


mailto:jim.shannon@sanjoseca.gov

Attachment A

Scenario 1: Current Sites

Emergency Interim Housing Communities and Hotels - Current Sites

STATEMENT OF SOURCE AND USE OF FUNDS
2021-2022 2022-2023 2023-2024 2024-2025 2025-2026 2026-2027 2027-2028 2028-2029

2029-2030

Source

Carryover Funding (Beginning Fund Balance) 23,573,276 40,936,669 48,855,669 40,925,669 32,018,669 24,073,669 15,523,669

6,349,669

American Rescue Plan Fund, 2021-2022 4,000,000

Emergency Solutions Grant CV2 (ESG CV2)
(Federal) 11,970,000

Community Development Block Grant CV1
(Federal) 778,171

Community Development Block Grant CV3
(Federal) 400,000

HOME American Rescue Plan (Federal) 8,575,251

Homeless Housing Assistance and
Prevention (HHAP) 2 (State) 3,977,639

Homeless Housing Assistance and
Prevention (HHAP) 3 (State) 17,000,000

Homeless Housing Assistance and
Prevention (HHAP) 3 (Pavilion) (State) 2,200,000

Homeless Housing Assistance and
Prevention (HHAP) 4 (State) 17,000,000

SB2 (State) 4,248,646 6,609,142 6,600,000 6,000,000 6,000,000 6,000,000 6,000,000 6,000,000

6,000,000

SB89 (State) 3,269,820

Measure E - Portion of 15% Allocation 12,200,000 6,200,000 6,200,000 6,200,000 6,200,000 6,200,000 6,200,000 6,200,000

6,200,000

Project HomeKey Operating Grant (State
Housing and C ity Devel )

Santa Clara County Office of Supportive
Housing Grant

General Fund

4,000,000

American Rescue Plan Fund, 2022-2023

TOTALSOURCE 40,844,276 64,157,669 70,736,669  61,055669  53,125669 44,218,669 36,273,669 27,723,669

22,549,669

Use

Operations
Bridge Housing C

Mabury BHC 1,924,000 1,924,000 1,982,000 1,982,000 2,081,000 2,081,000 2,143,000 2,208,000

2,274,000

2,274,000

Felipe BHC 1,924,000 1,924,000 1,982,000 1,982,000 2,081,000 2,081,000 2,143,000 2,208,000
Emergency Interim Housing Ce iti

Monterey Bernal 3,621,000 3,621,000 3,730,000 3,730,000 3,916,000 3,916,000 4,034,000 4,155,000

4,279,000

Rue Ferrari 3,621,000 3,621,000 3,730,000 3,730,000 3,916,000 3,916,000 4,034,000 4,155,000

4,279,000

3,507,000

Evans Lane 2,881,000 2,881,000 2,967,000 2,967,000 3,116,000 3,209,000 3,306,000 3,405,000
Guadalupe (E Lot) - 3,200,000 3,360,000 3,528,000 3,704,000 3,816,000 3,930,000 4,048,000

4,169,000

Monterey/Branham

Additional EIH 1

Additional EIH 2

Additional EIH 3

Additional EIH 4

Hotels

Pavillion 2,200,000

Plaza Hotel 1,000,000 1,050,000 1,100,000 1,150,000 1,200,000

SureStay Hotel 1,800,000 1,800,000

Arena Hotel

Pacific Motor Inn

Maint & Repairs 500,000 1,000,000 1,030,000 1,061,000 1,093,000 1,126,000 1,160,000 1,195,000

1,231,000

Sub-Total Operations 17,271,000 23,221,000 19,881,000 20,130,000 21,107,000 20,145,000 20,750,000 21,374,000

Construction

22,013,000

Mabury Relocation 2,000,000

Additional EIH 1

Additional EIH 2

Additional EIH 3

Additional EIH 4

Sub-Total Construction - - 2,000,000 - - - - -

Unrestricted Ending Fund Balance 23,573,276 40,936,669 48,855,669 40,925,669 32,018,669 24,073,669 15,523,669 6,349,669

536,669

TOTALUSE 40,844,276 64,157,669 70,736,669 61,055,669 53,125,669 44,218,669 36,273,669 27,723,669

22,549,669
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Scenario 2: Current Sites + Pending HomeKey Application

Emergency Interim Housing Communities and Hotels - Current Sites + Pending Project HomeKey Application

STATEMENT OF SOURCE AND USE OF FUNDS
2021-2022 2022-2023  2023-2024  2024-2025  2025-2026 _ 2026-2027 _ 2027-2028 _ 2028-2029 2029-2030

Source
Carryover Funding (Beginning Fund Balance) 23,573,276 52,808,069 55,873,469 41,374,469 26,376,469 17,465,469 10,770,469 5,267,469
American Rescue Plan Fund, 2021-2022 4,000,000
Emergency Solutions Grant CV2 (ESG CV2)
(Federal) 11,970,000
Community Development Block Grant CV1
(Federal) 778,171
Community Development Block Grant CV3
(Federal) 400,000
HOME American Rescue Plan (Federal) 8,575,251
Homeless Housing Assistance and
Prevention (HHAP) 2 (State) 3,977,639
Homeless Housing Assistance and
Prevention (HHAP) 3 (State) 17,000,000
Homeless Housing Assistance and
Prevention (HHAP) 3 (Pavilion) (State) 2,200,000
Homeless Housing Assistance and
Prevention (HHAP) 4 (State) 17,000,000
SB2 (State) 4,248,646 6,609,142 6,600,000 6,000,000 6,000,000 6,000,000 6,000,000 6,000,000 6,000,000
SB89 (State) 3,269,820
Measure E - Portion of 15% Allocation 12,200,000 6,200,000 6,200,000 6,200,000 6,200,000 6,200,000 6,200,000 6,200,000 6,200,000
Project HomeKey Operating Grant (State
Housing and C ity Devel ) 5,932,400 5,042,400 3,990,000
Santa Clara County Office of Supportive
Housing Grant 1,000,000 1,000,000 1,000,000
General Fund 2,000,000 5,000,000 8,000,000 10,000,000 12,000,000
American Rescue Plan Fund, 2022-2023 10,000,000
TOTALSOURCE 40,844,276 81,090,069 88,650,469 73,063,469 55,574,469 43,576,469 37,665,469 32,970,469 29,467,469
Use
Operations
Bridge Housing C
Mabury BHC 1,924,000 1,924,000 1,982,000 1,982,000 2,081,000 2,081,000 2,143,000 2,208,000 2,274,000
Felipe BHC 1,924,000 1,924,000 1,982,000 1,982,000 2,081,000 2,081,000 2,143,000 2,208,000 2,274,000
Emergency Interim Housing C iti
Monterey Bernal 3,621,000 3,621,000 3,730,000 3,730,000 3,916,000 3,916,000 4,034,000 4,155,000 4,279,000
Rue Ferrari 3,621,000 3,621,000 3,730,000 3,730,000 3,916,000 3,916,000 4,034,000 4,155,000 4,279,000
Evans Lane 2,881,000 2,881,000 2,967,000 2,967,000 3,116,000 3,209,000 3,306,000 3,405,000 3,507,000
Guadalupe (E Lot) - 3,200,000 3,360,000 3,528,000 3,704,000 3,816,000 3,930,000 4,048,000 4,169,000
Monterey/Branham 5,463,000 5,515,000 5,712,000 5,999,000 6,179,000 6,364,000 6,555,000
Additional EIH 1
Additional EIH 2
Additional EIH 3
Additional EIH 4
Hotels
Pavillion 2,200,000
Plaza Hotel 1,000,000 1,050,000 1,100,000 1,150,000 1,200,000
SureStay Hotel 1,800,000 1,800,000
Arena Hotel 2,186,000 2,240,000 2,296,000 2,411,000
Pacific Motor Inn 3,125,000 3,223,000 3,779,000
Maint & Repairs 500,000 750,000 1,000,000 1,030,000 1,061,000 1,093,000 1,126,000 1,160,000 1,195,000
Sub-Total Operations 17,271,000 28,282,000 30,777,000 31,689,000 29,198,000 26,111,000 26,895,000 27,703,000 28,532,000
Construction
Mabury Relocation 2,000,000

Additional EIH 1

Additional EIH 2

Additional EIH 3

Additional EIH 4

Sub-Total Construction - - 2,000,000 - - - - - -

Unrestricted Ending Fund Balance 23,573,276 52,808,069 55,873,469 41,374,469 26,376,469 17,465,469 10,770,469 5,267,469 935,469

TOTALUSE 40,844,276 81,090,069 88,650,469 73,063,469 55,574,469 43,576,469 37,665,469 32,970,469 29,467,469
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Scenario 3: Current Sites + Pending HomeKey Application + New EIH Sites

Emergency Interim Housing Communities and Hotels - Current Sites + Pending Project HomeKey Application + New EIHC Sites

STATEMENT OF SOURCE AND USE OF FUNDS
2021-2022 2022-2023 2023-2024  2024-2025 2025-2026 2026-2027 2027-2028 2028-2029 2029-2030

Source
Carryover Funding (Beginning Fund Balance) 23,573,276 52,808,069 27,123,469 13,866,469 2,182,469 1,145,469 1,872,469 1,323,469
American Rescue Plan Fund, 2021-2022 4,000,000
Emergency Solutions Grant CV2 (ESG CV2)
(Federal) 11,970,000
Community Development Block Grant CV1
(Federal) 778,171
Community Development Block Grant CV3
(Federal) 400,000
HOME American Rescue Plan (Federal) 8,575,251
Homeless Housing Assistance and
Prevention (HHAP) 2 (State) 3,977,639
Homeless Housing Assistance and
Prevention (HHAP) 3 (State) 17,000,000
Homeless Housing Assistance and
Prevention (HHAP) 3 (Pavilion) (State) 2,200,000
Homeless Housing Assistance and
Prevention (HHAP) 4 (State) 17,000,000
SB2 (State) 4,248,646 6,609,142 6,600,000 6,000,000 6,000,000 6,000,000 6,000,000 6,000,000 6,000,000
SB89 (State) 3,269,820
Measure E - Portion of 15% Allocation 12,200,000 6,200,000 6,200,000 6,200,000 6,200,000 6,200,000 6,200,000 6,200,000 6,200,000
Project HomeKey Operating Grant (State
Housing and C ity Devel; ) 5,932,400 5,042,400 3,990,000
Santa Clara County Office of Supportive
Housing Grant 1,000,000 1,000,000 1,000,000
General Fund 20,000,000 5,000,000 12,000,000 20,000,000 28,000,000 31,000,000 31,000,000 32,000,000
American Rescue Plan Fund, 2022-2023 20,000,000
TOTAL SOURCE 40,844,276 111,090,069 93,650,469 56,313,469 46,066,469 42,382,469 44,345,469 45,072,469 45,523,469
Use
Operations
Bridge Housing C
Mabury BHC 1,924,000 1,924,000 1,982,000 1,982,000 2,081,000 2,081,000 2,143,000 2,208,000 2,274,000
Felipe BHC 1,924,000 1,924,000 1,982,000 1,982,000 2,081,000 2,081,000 2,143,000 2,208,000 2,274,000
Emergency Interim Housing C iti
Monterey Bernal 3,621,000 3,621,000 3,730,000 3,730,000 3,916,000 3,916,000 4,034,000 4,155,000 4,279,000
Rue Ferrari 3,621,000 3,621,000 3,730,000 3,730,000 3,916,000 3,916,000 4,034,000 4,155,000 4,279,000
Evans Lane 2,881,000 2,881,000 2,967,000 2,967,000 3,116,000 3,209,000 3,306,000 3,405,000 3,507,000
Guadalupe (E Lot) - 3,200,000 3,360,000 3,528,000 3,704,000 3,816,000 3,930,000 4,048,000 4,169,000
Monterey/Branham 5,463,000 5,515,000 5,712,000 5,999,000 6,179,000 6,364,000 6,555,000
Additional EIH1 1,750,000 3,500,000 3,605,000 3,713,000 3,824,000 3,939,000 4,057,000
Additional EIH 2 1,750,000 3,500,000 3,605,000 3,713,000 3,824,000 3,939,000 4,057,000
Additional EIH 3 1,750,000 3,605,000 3,713,000 3,824,000 3,939,000 4,057,000
Additional EIH 4 1,750,000 3,605,000 3,713,000 3,824,000 3,939,000 4,057,000
Hotels
Pavillion 2,200,000
Plaza Hotel 1,000,000 1,050,000 1,100,000 1,150,000 1,200,000
SureStay Hotel 1,800,000 1,800,000
Arena Hotel 2,186,000 2,240,000 2,296,000 2,411,000
Pacific Motor Inn 3,125,000 3,223,000 3,779,000
Maint & Repairs 500,000 750,000 1,250,000 1,288,000 1,327,000 1,367,000 1,408,000 1,450,000 1,494,000
Sub-Total Operations 17,271,000 28,282,000 34,527,000 42,447,000 43,884,000 41,237,000 42,473,000 43,749,000 45,059,000
Construction
Mabury Relocation 2,000,000
Additional EIH 1 15,000,000
Additional EIH 2 15,000,000
Additional EIH 3 15,000,000
Additional EIH 4 15,000,000
Sub-Total Construction - 30,000,000 32,000,000 - - - - - -
Unrestricted Ending Fund Balance 23,573,276 52,808,069 27,123,469 13,866,469 2,182,469 1,145,469 1,872,469 1,323,469 464,469

TOTALUSE 40,844,276 111,090,069 93,650,469 56,313,469 46,066,469 42,382,469 44,345,469 45,072,469 45,523,469
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