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RAVEN

Collaborative Seven Companies
Don Huang
Founder/CEO

May 14 24, 2024
Dear Members of the Honolulu City Council,

| am pleased to have the opportunity to submit my testimony in support of Bill 3.

My Partner ADW of Tokyo and my development company, Collaborative Seven, with our collaboration
effort for the last 3+ years, are completing the first of three Bill 7 projects. PenseMetro, a 29-unit
project located in Makiki District, is due to be complete and occupied by the early third quarter of
2024. We are in the final stages of negotiating to purchase land in the University area to develop 39
units in the University area, which will be named UB7Metro. Subject to permits and financing, we may
start the construction project in the first quarter of 2025. We are motivated to support Bill 3 and Bill
31 and other efforts with the city.

As with my other 30 Bill 7 developer colleges, we constantly struggle to adjust the financing and
construction costs. We have been facing unforeseen cost increases due to the economic adjustments
to post-COVID-19 years and high interest rates issues. The availability of red-iron steel has
skyrocketed and is not even available; the average window manufacture prices have increased by
17%, shipping cost increases, engineering adjustments, etc. The State makes labor costs harder by
mandating union labor and Davis Bacon wage criteria. The banks now require 50% equity to obtain
debt financing, which has caused project cost increases that were not contemplated a year ago. Asin
most affordable housing formats, the development costs are already ultra-tight; constantly adjusting
costs makes it difficult and sometimes impossible.

The City’s work in the adopted Bill 60, Bill 1, and now proposed Bill 3 and 31 will help immensely. |
want to express my highest support for passing Bill 3 and encourage you and the Administration to
seek other ways to provide help to create the 500 units/year target. Thank you for this opportunity to
testify, and | am confident that my other 30+ developer colleges share the exact sentiment of
support.

Thank you and Aloha,

R
MUY )

Don Huang
Founder/CEO
Collaborative Seven Companies



Honolulu City Council
City Council Chamber
Wednesday May 15, 2024
10:00 AM

RE: Bill 3 Relating to Incentives for the Construction of Affordable Rental Housing

Chair Waters, Vice Chair Kia'aina, and members of the Council,

I am writing in SUPPORT WITH COMMENTS of Bill 3. The original Bill 7 (Ordinance 19-8)
was created in a time where construction costs were projected to be $250/SF and interest
rates were below 4%. Neither of these assumptions are anywhere near accurate anymore.
Our current Bill 7 project costs are around $475/SF and interest rates are double what they
were a year and a half ago. Increasing grant funding to these projects is critical to the
success of this program. That being said there are two important conditions to this support —

1. Bill 3 Section 32-4.2(c)(1)(A) has added language requiring units be a minimum of 300
square feet. This requirement should be eliminated. Attached to this letter is a detailed
analysis explaining the reasons for this, but to summarize the two most important points
are: 1) This requirement is detrimental to smaller lots with smaller unit counts and the
three story walk-ups we have successfully constructed. 2) Smaller units are serving the
most housing disadvantaged in our community. We need a variety of unit types, not a
one size fits all solution.

2. The latest version of Bill 3 did away with the pre-construction grant. While we
respectfully disagree with this change, we are also aware that Bill 31 has been
introduced to address this. Provided Bill 31 advances with some modifications we would
remain in support of Bill 3. Without this important piece of the puzzle, Bill 3 only
becomes a partial solution to a larger problem.

I would like to thank the City Council and it's Committee on Zoning for considering these
important issues in helping Bill 7 be an important part of our affordable housing solution.

Sincerely, /

Vo

Geena Thielen
President/RME



Analysis of Bill 3 CD1 - CS1 Minimum Square Footage

Requirements As Prepared by Complete Construction Services

Bill 7 Developer and Construction Manager

The most recent draft of Bill 3 contains a requirement that units be a minimum of 300
square feet in size in order to qualify for the City Post Construction Grant. In discussing the
logic for this threshold with stakeholders, it appears the logic behind the requirement are
as follows.

1. If there is not a minimum square footage requirement, Developers will be incentivized
to build the smallest units possible.

2. Units smaller than 300 square feet are not suitable for housing as people need more
space.

There are several reasons why the concerns about incentivizing Developers is a case of
mistaken assumption. The first of these is simple financial logic. Developers are looking
for a Return on Investment (ROI). The current proposed ROI from Bill 3 is $12,000 per unit.
Depending on the unit type this is the equivalent of about 6 — 8 months of rent. Developers’
true ROl comes from the long-term rental of the units and as such Developers are
motivated to size unit square footage and unit type to meet market demand. As proof of
this our group has 5 projects; 1 completed and occupied, 1 nearly complete and 3 with
completed design in permitting. Our current unit mix combined in all projects is 62
Studios, 147 One-Bedroom units and 10 Two-Bedroom Units. Our unit sizes range from our
smallest Studio at 231 square feet to our 697 square foot Two-Bedroom units. Most of our
One-Bedroom Units are 340 — 350 square feet.

How did we decide on which type of units should go where? The biggest driving force in this
decision is lot size which correlates to number of units. Larger lots yield a larger number of
units which allows projects to invest in elevators. Smaller lots with fewer units do not. It
has been our analysis with lots in the 5,000 — 8,000 square foot range (25 — 40 units) that
Elevators are not practical. This leads us to try to limit our design to 3 floors as we do not
believe in the long-term demand for taller walk-ups. Thus, our smaller lot buildings are
more Studio heavy and our bigger lot buildings have larger units. In order to incentivize
bigger units on smaller lots, the incentives would need to be much greater than what is
being proposed.

The problem with demanding a minimum of 300 SF is it penalizes small lot 3-Story walk-up
projects that were envisioned for this program from the onset. It also rewards larger lot,



larger unit projects that are already benefiting from economies of scale. Looking at a
specific real-world example once can look at our recently completed project at 1427 Ernest
St. This 26 unit, three story walk up Bill 7 project made maximum use of available land
space as allowed under current Bill 7 provisions. We have 24 Studios ranging from 231 —
274 square feet and 2 One-Bedroom units at 463 square feet. The only way to get to 300 SF
on the Studios would have been to build a 4™ floor. This would not make economic sense
due to construction costs or the long-term demand for those 4™ floor units.

There is also a common misunderstanding about construction costs as it relates to these
projects. People think of construction cost being static based on square foot. While some
costs (i.e. structure, roofing, flooring or painting) are closely related to square footage,
many other costs are more directly related to per unit cost, than square footage. For
example, our 231 square foot Studio and our 463 square foot One Bedroom both have a
Kitchen and a bathroom. Thus, the Plumbing, Electrical, Mechanical, Fixture, Cabinet and
Counter cost is more associated with a per unit cost. What this means is the smaller units
cost more to build than larger units. Or to put it another way, the cheapest thing to build is
open space. This also means the smaller units are the most in need of grant funding.

The concern about the need for these sub-300 square foot units is also misplaced. Our
Ernest St. project, which most Councilmembers have seen, has had solid demand from
opening in December of 2023 through today. Other than a recently vacated unit, the
building is fully occupied. It has been our experience that many of these units are going to
the most severely housing challenged people in our City. Individuals with no or little
income, support services from non-profit agencies and using government supplied housing
vouchers. When one such individual moved into his Studio on Ernest St., he asked the
service provider “How many people do | share this with”. When told it was all his tears
welled up over his gratitude for having this space to call his own. We have also rented to
many non-subsidized or supported tenants that meet Bill 7 income requirements. Most of
these people fit the profile of Asset Limited, Income Constrained, Employed (ALICE). This
proves a market-based demand for this type of unit as well.

In summary, a 300 square foot minimum requirement is counterproductive to the City’s
goals for affordable housing via the Bill 7 program. It is biased against smaller lot, lower
unit count projects which makes them less likely to be built. It fails to recognize the
demand for smaller units as part of the overall product mix Oahu needs. It penalizes
Developers looking to meet the demand of our most housing insecure members of the
population. It fails to recognize the higher cost per square foot associated with smaller
units and their greater need for grant support. This requirement will in affect negatively
affect buildings that have a proven track record of succeeding in addressing Oahu’s critical
housing shortage.



Testimony of
Pacific Resource Partnership

City Council
City & County of Honolulu
Councilmember Tommy Waters, Chair
Councilmember Esther Kia'aina, Vice Chair

Bill 3 (2024), CD1—Relating To Incentives For The Construction Of Affordable Rental Housing
Wednesday, May 15, 2024

Aloha Chair Waters, Vice Chair Kia'aina, and Members of the Council:

Pacific Resource Partnership (PRP) is a nonprofit organization that represents the Hawai‘i Regional
Council of Carpenters, the largest construction union in the state with approximately 6,000 members, in
addition to more than 250 diverse contractors ranging from mom-and-pop owned businesses to national
companies.

PRP is concerned that Bill 3 (2024) no longer includes pre-construction financing for affordable rental
housing projects. If the Council decides to pass Bill 3 (2024) without pre-construction financing, we hope
the Council will support the passage of Bill 31 (2024) with this financing option in it. Pre-construction
financing will help developers build more affordable rental housing projects and provide more
construction jobs for Hawaii’s residents paying them a “living wage” with benefits.

Thank you for this opportunity to submit written testimony.

PRP

PACIFIC RESOURCE PARTNERSHIP

THE POWER OF PARTNERSHIP WWW.PRP-HAWAII.COM

PHONE —> 808.528.5557 1100 ALAKEASTREET/4THFLOOR | () TWITTER: ) WWW.FACEBOOK.COM/
HONOLULU / HI 96813 @PRPHAWAII PACIFICRESOURCEPARTNERSHIP



BIA

BUILDING INDUSTRY
ASSOCIATION Hawalt

HONOLULU CITY COUNCIL
Honolulu Hale
10:00 AM

May 15, 2024

RE: Bill 3 - Relating to Incentives for the Construction of Affordable Housing
Chair Waters, Vice Chair Kiaaina, and members of the Council:

My name is Max Lindsey, Government Relations Committee Chair of the Building Industry Association of
Hawaii (BIA-Hawaii). Chartered in 1955, the Building Industry Association of Hawaii is a professional
trade organization affiliated with the National Association of Home Builders, representing the building
industry and its associates. BIA-Hawaii takes a leadership role in unifying and promoting the interests of
the industry to enhance the quality of life for the people of Hawaii. Our members build the communities
we all call home.

BIA Hawaii is in support with amendments to Bill 3, Relating to Incentives for the Construction of
Affordable Housing, This bill addresses housing development on Oahu by amending certain financial
incentives for affordable rental housing projects. We understand that Bill 3 was introduced to address the
rise in interest rates which required more upfront capital investment in these Bill 7 (2019) -type affordable
housing projects.

We would propose that the bill be amended to remove the minimum square foot requirement. As the
Council may recall, Bill 7 (2019) was intended to address the need to create more affordable housing
units within the urban core. It was envisioned to create more of the “Makiki walk-ups” that were built in the
1970’s. Incentives were created and certain construction requirements were modified to lower
construction costs to increase the supply of affordable rental housing units on Oahu. There was no
minimum/maximum unit size, as the unit size and mix were left to the developer and the market to
determine.

This version of the bill also eliminated the pre-construction grants that would greatly help affordable rental
housing projects during the especially critical early development stages. We understand that Bill 31 was
recently introduced to address this. The pre-construction grants part is extremely important to the viability
of these types of projects.

As the Council is aware, we are in a dire housing crisis. The cost of housing in Hawaii is extremely high,
with Oahu’s median price of homes being currently over $1 million. Approximately 140,436 U.S.
households are priced out of buying a home for every $1000 increase in price, according to the National
Association of Home Builders (NAHB). We are in support of legislation such as Bill 3, that would help
facilitate the building of much-needed housing.

Thank you for the opportunity to testify.



