REPORT TO Planning Commission

rr
4 City of Sacramento
915 | Street, Sacramento, CA 95814-2671
Sacramento www.CityofSacramento.org
Housing &
Redevelopment INFORMATIONAL
Agency April 26, 2007

Members of the Planning Commission
Title: Workshop on Mixed Income Housing Ordinance
Location/Council District: City Wide

Recommendation: This workshop item presents an assessment of the City’s Mixed
Income Ordinance results. Staff seeks comments on the assessment and direction on a
recommended two-tiered approach to improve outcomes related to Ordinance
implementation and to address broader City affordable housing policy issues.
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Presenters: Cindy Cavanaugh, Assistant Director
Emily Halcon, Management Analyst

Department: Sacramento Housing and Redevelopment Agency
Description/Analysis

Issue: The City of Sacramento adopted a Mixed Income Housing Policy on June
27, 2000 as part of its Housing Element of the General Plan. That policy was
implemented by adoption of a Mixed Income Housing Ordinance (Ordinance) on
October 3, 2000, which established what is commonly called an inclusionary
housing program. Since adoption, the Ordinance has been amended several
times, the most significant being November 4, 2004 and January 18, 2005.

To date, the Ordinance has brought about the construction and/or approval of
over 1,500 affordable units included in over 10,000 new residential units in the
New Growth areas of the City. This report provides an analysis and highlights
the Ordinance’s success. It also identifies two implementation issues that could
be improved with modest ordinance changes coupled with process
improvements through the ongoing “C2C” initiative.

The staff report also raises two broader policy issues: providing housing for
extremely low income households and increasing affordable housing on a
citywide level. Staff recommends a comprehensive, broader approach to
address these issues.
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Committee/Commission Action: Staff presented this report to the Sacramento
Housing and Redevelopment Commission on April 18, 2007 and to the City of
Sacramento Planning Commission on April 26, 2007. In addition, staff has
notified the members of the City Development Oversight Commission of this
workshop and has invited them to attend the Council workshop for this item.

Policy Considerations: The City Council has been exploring affordable housing
issues through a series of workshops, prompted by the November 2005 General
Plan Vision and Guiding Principles. This workshop first raises policy issues
related to the Ordinance, primarily concerning homeownership outcomes and
goals. Secondly, the workshop raises broader issues related to achieving
citywide affordable housing goals and to addressing the needs of the extremely
low income households. Staff recommends that solutions to these policy issues
should be developed within the context of the General Plan and Housing
Element.

Environmental Considerations: Not a project as defined by the
California Environmental Quality Act (CEQA) [CEQA Section 21065 and
CEQA Guidelines Section 15378 (b)(4)].

Rationale for Recommendation: The Mixed Income Ordinance has been
successfully implemented in the New Growth areas of the City. Since adoption
of the Ordinance in 2000, 1,552 inclusionary units have been approved, 76
percent as rental and 24 percent as for-sale. Staff recognizes that the production
to date has occurred in a strong housing market where private developments can
effectively partner with affordable housing developers to leverage affordable
financing.

While the Ordinance has been largely successful, some implementation and
policy issues have been raised in the context of the Ordinance. Staff
recommends that the Ordinance specific implementation issues can be resolved
through a combination of process improvements and modest ordinance
modifications. The larger policy issues should be explored within the framework
of the upcoming Housing Element.

Recommended implementation changes mostly surround enhancing homeowner
outcomes and improving options for smaller developments and condominium
developments. These changes should be achievable through a short term
stakeholder process. In addition to these ordinance changes, as part of the
City’s “C2C” initiative, staff is working on a variety of improvements and
enhancements to the inclusionary program implementation processes.

Staff recommends that solutions to the larger policy issues should be developed
more broadly. Solutions should be developed with recognition of the unique
challenges and opportunities in the City’s non-New Growth areas, such as
redevelopment and infill areas. While the Mixed Income Ordinance may play a
part in these solutions, a more effective approach would consider all of the
affordable housing tools available to the City.
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In existing neighborhoods not subject to the Ordinance, eight percent of all the
new residential units were developed as affordable housing during the period in
which the Ordinance has been in effect. In addition to these new affordable
units, the City also participated in the preservation and rehabilitation of over
1,900 affordable units in existing neighborhoods.

Through affordable housing development strategies in existing neighborhoods
coupled with production under the Ordinance, the City has made significant
strides to meeting its Regional Housing Needs Allocation (RHNA). As of 2005,
the City had met 98 percent of the goal through the year 2007. Strategies to
address the larger policy issues should build upon the City’s existing successful
housing strategies and initiatives within the context of the Housing Element and
goals based on RHNA.

Financial Considerations: There are no financial impacts associated with the
assessment of the Ordinance.

M/WBE Considerations: The items discussed in this report have no M/\WBE impact;
therefore, M/WBE considerations do not apply.

Respectfully Submitted by:

ANNE M. MOORE
Executive Director

Recommendation Approved:

DAVID KWONG
Planning Manager

Table of Contents

Report pg. 1-3
Attachments
1 Background pg. 4-10
2 Assessment pg. 11-36



Attachment 1

Background

Ordinance Summary

Adopted in October, 2000, the City’s Mixed Income Housing Ordinance requires
that developments within New Growth areas (see map in Attachment A to the
Assessment) include at least 15 percent of their housing units at prices
affordable to low and very low income households. The standard obligation is

e At least ten percent affordable to very low income (or “VLI") households
(those making less than 50 percent of Area Median Income or “AMI” ) and;

e At least five percent affordable to low income (or “LI") households (those
making between 51 and 80 percent of AMI).

There are limited alternatives to this standard approach, as described below:

1. Off site development: Development projects that do not have multi-family
zoned land (R-2A or higher) sufficient to accommodate the very low
income obligation may request to develop all or part of their obligation at
an off-site location within the same New Growth area and Community Plan
area.

2. Land dedication: A developer may offer land within the residential
development for dedication to the Sacramento Housing and
Redevelopment Agency (SHRA) (or in an offsite location if the
development is exclusively single family).

3. Condominium Alternative: Condominium developments of 200 units or
fewer may request a special permit to “swap” their income targeting to ten
percent low income and five percent very low income if the units are
provide as for-sale units within the condominium project.

4. "Small” subdivision Alternative: Exclusively single family developments of
five gross acres or less may provide 15 percent of their total residential
units at the low income level if all of the inclusionary units are for-sale and
on-site. Small exclusively single family developments can also choose to
meet the standard obligation and retain the option to go off-site and
participate with other developers in an affordable housing development.

Development projects may choose to provide their inclusionary units as for rent
or for sale, or as a mixture of the two. Inclusionary projects, whether a stand
alone rental project or an integrated part of a larger single family subdivision,
must allow for a range of family types by providing a diversity of unit sizes.
Single family units must resemble the market rate units in exterior appearance.
The Ordinance requires that inclusionary units be built concurrently with the
market rate residential units. This concurrency is typically secured by building
permit linkages which allow only a portion of the building permits to be issued for
the market rate units before all of the building permits for the inclusionary units
are issued.
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Assessment Methodology

Staff conducted an in-depth assessment of the results of the Mixed Income
Ordinance, including an analysis of:

e Overall production of affordable units

e Contribution to meeting Regional Housing Allocation Needs (RHNA)
goals;

e Results by Council District;

e Development option selected by master developer;

Affordable unit tenure (rental/owner) and type (multi-family/single

family);

Affordable unit size;

Level of developer and local subsidies and incentives;

Homeownership sales and marketing;

Neighborhood compatibility; and

Developer feedback.

Data for the assessment was collected from SHRA and City records, including
entitlement applications, affordable housing plans, and financing data. All data is
based on a “point in time” in February 2007. In addition to the quantitative
analysis, SHRA sought feedback from developers and others who have worked
with the Ordinance. Finally, SHRA staff visited and photographed existing units
to assess neighborhood compatibility.

Assessment Results

In general, the Mixed-Income program has achieved many of the goals
envisioned when adopted in 2000.

1.

It has proven to be an effective affordable housing tool in New Growth
areas (historically with 80% of City’s growth). With about 3,000 affordable
units constructed or in the pipeline, is has helped the City to achieve its
goals of economic integration of New Growth areas and to meet its RHNA
affordable housing production goals.
It has increased housing opportunities for VLI and LI households through
the production of viable and attractive rental and ownership housing with
impressive pipeline and constructed numbers:
o0 1,190 affordable rental units, representing 77 percent of the total
affordable; and
o0 363 affordable ownership opportunities, representing 23 percent of
the total affordable.

The program has offered meaningful options to Planned Unit
Developments (PUDs) and other large developments in New Growth
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areas with multifamily zoned land that are able to meet their obligation
through onsite rental housing. This option effectively uses “production”
affordable builders and affordable financing tools and achieves meaningful
private market contribution.

4. Affordable housing that has been produced concurrently with market rate
developments.

The Assessment suggests that the primary implementation challenges are:

e Homeownership outcomes— from both the developer’'s and homebuyer’'s
perspective; and
e Providing meaningful options for smaller and condominium developments.

The Assessment finds that 23 percent of the affordable units are for-sale units.
Larger developers with multifamily zoned land have not chosen the
homeownership options most likely for economic reasons — the gap between
market units and affordable homeownership is as high as $175,000 per unit and
there is no financial assistance available to these developments. Yet, despite the
financial hit, the homeownership option appears to be the most viable alternative
for smaller and condominium developments.

Another implementation challenge concerns the homebuyer. Like many market
buyers, the Mixed Income homebuyers typically finance 100 percent of their
purchase and pay from 28 to 47 percent of their income for housing. Unlike
market buyers, however, their equity gain is restricted to the change in Area
Median Income. While this ensures long term affordability, there may be better
ways to structure a share of equity to benefit the homebuyer.

Recommended Approach

In addition to these Ordinance-specific implementation issues, there are broader
policy issues facing the City.

e Providing housing for extremely low income (ELI) households; and
¢ Including affordable housing at a citywide level.

Staff recommends a two-tiered approach to addressing these implementation
and policy issues.

e Tier One includes shorter-term Ordinance modifications to improve
homeownership outcomes and thereby increase feasibility for smaller
developments.

e Tier Two recommends exploring solutions to the larger citywide policy
issues in the context of the Housing Element and General Plan. Solutions
may include Ordinance modification or may be addressed through other
tools and strategies.
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Tier One: Staff believes the Ordinance can be altered to achieve better
homeownership outcomes by:

e Adjusting the homeownership income targeting upward to incentivize
inclusion of homeownership units, especially in larger projects; and

e Adjusting the current resale/recapture provisions specifically to allow
greater equity participation by homeowners.

Staff proposes to discuss potential changes with a small stakeholder group
including representatives from the building industry, affordable housing
developers and affordable housing advocates. Staff would return within six to
nine months with recommended Ordinance modifications. Discussion would
include:

« Should the two incentives mentioned above be offered to all market rate
project subject to the Ordinance, regardless of zoning and/or size?

« What affordability level (i.e. low income only or moderate income) is
best served by affordable homeownership?

« What proportion of the inclusionary obligation should be adjusted to
best incentivize the inclusion of for sale units?

e How can the Ordinance best balance the goal of long term affordability
with the need to allow homeowners the chance to share in the market
benefits of homeownership?

e What should be the proportionate share of market equity for an
affordable homeowner, and how should this share be adjusted for years
lived in the home?

Tier Two: Staff recognizes additional policy issues facing the City, characterized
as follows:

e How can the City best achieve effective affordable strategies in existing
neighborhoods and infill areas?

e How can the City meet its new RHNA goals that now include housing for
ELI households?

Staff recommends that we explore solutions to these complex issues within the
General Plan and Housing Element processes. This longer term, intensive
review will allow for a more comprehensive understanding of how the City can
proactively ensure affordable housing to all income levels in all areas of the City
within the context of the Regional Housing Needs Allocation (RHNA) obligation.
Staff offers the following as discussion parameters.

Develop goals consistent with RHNA. The City anticipates having new RHNA
numbers in early 2008, in time for incorporation into the Housing Element due in
June 2008. The RHNA provides estimates for growth in each of four income
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categories (very low, low, moderate and above moderate) based on the region’s
overall growth expectations and the particular jurisdictions “share” of that growth.
In addition, the upcoming RHNA will, for the first time, include a requirement that
jurisdictions plan for housing for ELI households. Modeling overall housing
programs and policies off these projections provides for the most comprehensive
and consistent planning for the City’s affordable housing needs.

Continue to use the Mixed Income Ordinance as a tool appropriate to New
Growth. Staff suggests that the Ordinance has been successful because it is an
effective tool for New Growth areas. Its success is built upon the market’'s
success and uses developer-driven partnerships, “production” affordable
financing, and local incentives to achieve impressive results.

Recognize the unique environments of existing neighborhoods. Existing
neighborhoods have unique development challenges (e.g., site availability,
infrastructure needs) as well as housing needs. For example, many of these
neighborhoods have existing affordable housing that needs rehabilitation. The
City recognizes these unique challenges and employs proactive measures to
improve housing quality and affordability. These City-driven responses include:

e Redevelopment activities

e Central City housing strategy (forthcoming)

e Ten-Year Plan to End Chronic Homelessness

e 9% Low Income Housing Tax Credits to achieve deep affordability
Such planning should not be solely encompassed in one program, but rather
should be dispersed among the whole toolbox of programs and policies,
including those that address rehabilitation needs of existing neighborhoods.

Build upon successful approaches in existing neighborhoods to achieve
citywide affordability and to address ELI. During the period in which the
Mixed Income Housing Ordinance has been in effect, the City has seen over
24,000 new residential units, of which 23 percent was built in existing
neighborhoods (non New Growth areas). However, 32 percent of all the
affordable housing built during this same time period was in existing
neighborhoods. Proportionally, this means that the City is currently providing
eight percent of all units in existing neighborhoods at affordable levels, versus
only five percent in New Growth areas (this includes areas of North Natomas not
subject to the Ordinance due to pre-existing development agreements).
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SUMMARY OF NEW GROWTH vs. EXISTING
NEIGHBORHOODS DEVELOPMENT 2000-2006

Total Affordable Percentage
Existing Neighborhoods 5,756 444 8%
New Growth Areas 18,903 930 5%
TOTAL 24,659 1,374 6%

Based on current growth patterns, affordable housing production in existing
neighborhoods exceeds production under the Mixed Income Housing Ordinance.
The housing element can build upon these successful proactive housing
strategies to achieve well disbursed and integrated affordable housing
opportunities throughout the City.

New City initiatives are currently underway to build housing for extremely low-
income households. These significant efforts include the Single Room
Occupancy (SRO) financing initiative allocating $15 million in Downtown Tax
Increment to rehabilitate and build SRO housing. Special efforts are also
underway to develop permanent supportive housing in conjunction with the Ten-
Year Plan to End Chronic Homelessness. The Housing Element process should
evaluate and build on these ELI strategies.

C2C: City to Customer/Customer to Success

While the Tier | and Tier Il approaches described above are longer term
solutions, the City and SHRA are currently reviewing policies and practices
associated with the Ordinance in an effort to improve outcomes and streamline
processes. These efforts consider the many customers to the Inclusionary
program, including developers, neighbors and potential residents. Presentation
of the comprehensive assessment is one of the first steps in this ongoing effort.

C2C strategies and goals include:

e Resolve processing and policy issues as quickly as possible through
improved coordination with administrative partners.

o Hold monthly meetings with SHRA, City Planning and City
Development Services to monitor current projects, resolve project
specific issues and recommend policy, when necessary

o Include SHRA in all pre-development meetings for projects subject
to the Ordinance, as well as subdivision review committee (SRC)
as needed

e Improve clarity and transparency of process and requirements

o Improve technical assistance to developers, homebuyers and
renters such as program flyers and FAQs and website information

o Provide Affordable Housing Plan templates to developers
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o Revise Developer and Homeowner Guidelines to reflect current
practices and policies
e Help to ensure adequate market for homeownership units
o Provide information in lenders forums about homeownership units
o Increase Developer education on marketing responsibilities
e Improve communication about program results
o Report results on a regular basis to the City Council
o Examine best practices
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