Office of the Controller
Budget and Analysis Division
Office of Economic Analysis

Economic Impact Report of
Residential Inclusionary Affordable Housing Requirements
File No. 061529

Proposed Ordinance Main Features:
Amends Planning Code Sections 313.6 and 315:

Modifies certain definitions related to income and sale price calculation.
o Defines affordable housing as a unit of housing priced such that the payment is no greater than
33 percent of annual household size-adjusted gross income, assuming a down payment
recommended by the Mayor’s Office of Housing (MOH) in its Procedures Manual.

o Defines a qualifying household as a group of dwellers with “moderate” income.

= Moderate income household dwellers earn annual gross income in the range of 80 to
120 percent of county median income, adjusted for household size.

=  Only these dwellers can buy affordable housing units by satisfying other requirements
detailed in the Mayor’s Office of Housing Procedures Manual.

Reduces affordable housing unit requirement formula to start from 5-units—versus the current threshold
of 10-units.

Decreases the on-site requirement for affordable housing for specified residential developments of more
than 120 feet in height from 15 percent to 12 percent of the total units in a project—with rounding up as of
0.5 units, assuming other conditions do not apply.

Decreases the off-site requirement for affordable housing for specified residential developments of more
than 120 feet in height from 20 percent to 17 percent of the total units in a project—with rounding up as of
0.5 units, again assuming other conditions do not apply.

Considers renewing, upon further review in five years, the proposed reductions in thresholds for
residential buildings taller than 120 feet.

Establishes preference in the lottery for people who live and work in San Francisco.

Provides updated guidelines for the affordable housing in-lieu fee.

Allows the Mayor’s Office of Housing to expend funds for a study to periodically update in-lieu fee.
Changes the amount of time an ownership unit shall remain affordable.

Amends certain monitoring and study obligations.

Amends 313.6 to make adjustments in the in-lieu fee for the corresponding program methodology used for
the Residential Inclusionary Affordable Housing Program.

Summary Findings:

If passed, the ordinance would have a moderately favorable impact on developers of housing over 120
feet in height already in the pipeline, and a neutral to moderately adverse impact on developers of
housing under 120 feet in height already in the pipeline. This ordinance has neutral impact on new
housing developers applying for permits after January 1, 2006, the City’s overall economy, employment,
and City government.
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Executive Summary

Stakeholder

Qualitative Net Benefit Ranking

Extreme
Adverse
Impact

Moderate
Adverse
Impact

Neutral

Moderate
Favorable
Impact

Extreme
Favorable
Impact

City Economy

Developer of Housing

over 120 Feet in Height
Already in the Pipeline*

Developer of Housing
under 120 Feet in
Height Already in the
Pipeline

Developers of New

January 1, 2006

Housing applying after

Employment

City Government

Conclusions

The proposed ordinance has a moderately favorable impact on developers of new housing over 120

feet in height already in the pipeline.

The ordinance applies prior thresholds to the most recent

changes in inclusionary laws (was formerly 12% on-site or 17% off-site). This benefit is partially offset
by the reduction of threshold requirement in calculating the inclusionary requirement to start from the
5™ unit built (versus the current start of 10-units).

The ordinance would have a neutral to moderate adverse impact on developer of housing under 120
feet in height already in the pipeline because of the reduction of threshold requirement in calculating
the inclusionary requirement to start from the 5™ unit built (versus the current start of 10-units).

This ordinance has neutral impact on new housing developers applying after January 1, 2006, City’s
economy, employment, and City government.

! “Already in the pipeline” refers to projects with applications submitted to Planning Department prior to

January 1, 2006.




Economic Scorecard

Stakeholder

If Ordinance Passes

Status Quo

City Economy

Neutral

The proposed ordinance may not change
the number of market-rate or affordable
units developed citywide. It simply
reduces inclusionary thresholds for
qualifying housing developments to
previous (lower) limits.

Few affordable units are expected from
lowering the formula provisions for
measuring inclusionary affordable
housing units—which start from 5-units,

A city with affordably priced
housing is better able to
retain resident workers within
their jurisdiction.

A resident workforce has
positive spillover economic
benefits in transportation, for
example. It also promotes
higher levels of economic
activity over extended hours.
Current City housing market

Developer of Housing
over 120 Feet in Height
Already in the Pipeline®

rather than 10-units.’ conditions are weakening
slightly.
Moderately Favorable Impact:
e Developers with pipelined

Developers of projects over 120 feet tall
would benefit from applying previous,
lower affordable housing thresholds.
Approximately 500 units in
developments qualify under
exemption provisions of this ordinance.
Affordable housing in-lieu fee savings of
as much as 39.8 percent, or on-site
affordable unit development savings of up
to 19.2 percent, or off-site affordable unit
development savings of up to 125
percent. (See Table 1 in Appendix A).

two
the

projects not yet under
construction may postpone
projects until housing market
conditions improve.

If affordable housing unit
thresholds are perceived as
too strict by developers, then
less construction results.

Z According to the City Planning Department’s Pipeline Report, 4th Quarter 2005, two projects with 500 total
units received Planning or Building Inspection permits that are likely to qualify for earlier (lower) inclusionary
affordable housing unit requirements.
® “Already in the pipeline” refers to projects with applications submitted to Planning Department prior to

January 1, 2006.




Stakeholder

If Ordinance Passes

Status Quo

Developer of Housing
under 120 Feet in Height | ®
Already in the Pipeline

Neutral to Moderately Adverse Impact:

The key effect from this proposed
ordinance on  this category  of
developments in the pipeline arises from
changing the affordable units count
formula by starting to count from the 5
unit in a project, rather than (the current
standard) from the 10" unit.

Since only 1.7 percent pipeline projects
have 5 to 10 units (See Table 2 in
Appendix A), the impact of this provision
is moderately adverse—but may be more
onerous to certain developments for
which rounding results in one extra
affordable unit required to be affordable.
(See Appendices B and C for dollar and
dwelling unit magnitude of the effect).

e All units would be subject to
the inclusionary thresholds
recently adopted if this
proposed ordinance is not
passed. That is, nearly 5,100
of the 5,571 units approved
for  construction before
January 1, 2006, would be
subject to the new, higher
on-site or off-site thresholds
for inclusionary affordable
housing.

Developers of New .
Housing applying after
January 1, 2006*

Neutral:

There are no pipelined projects after
January 1, 2006 that would be materially
impacted by the proposed ordinance.
Even if such projects existed, the added
burden to a developer would amount to at
most one extra affordable unit, or the in-
lieu fee amount equivalent to the extra
unit for developments of 9 or more units,
because of the rounding requirements.

e Market conditions for further

housing development are
deteriorating with short-term
market home price declines.

e Job growth in the City may

Neutral: )
e The impact to City employment is .be _m|IdIy affected by
Employment minimal. |nclu.3|onary. affordable
housing policy, to the extent
that availability of affordable
workforce housing increases.
Neutral: e Not implementing the

City Government

There are no substantial incremental
costs to City government to implement
this proposed ordinance.

Some additional in-lieu fee revenue would
however be generated for use in
affordable housing projects.

favorable exemptions for tall
residential developments
contained in the proposed
ordinance may reduce
expected affordable units
built, or the corresponding in-
lieu fee revenues.

* All projects-regardless of size.




Appendix A: Project Impact Illustration for Large Projects Over 120 Feet

Table 1 illustrates the effect of the proposed ordinance on two projects of height exceeding the 120-
feet threshold. The ordinance does not affect the in-lieu fee rate, but does impact the final amount
that a developer must pay if they choose the in-lieu fee, over building units on-site or off-site. The
proposed ordinance reduces the number of affordable units required in projects — on-site or off-site
— to thresholds in place prior to August 2006.

Table 1: Comparison of Potential Proposed Ordinance’s Effects on Large projects
(over 120 feet tall) in the pipeline prior to January 1, 2006:

Existing Requirements, as of 10-unit projects

In-Lieu Fee

Units On-Site(13%) Of-Site(20%) (20%-weight)
a0 11 14 $3,039 195
420 B2 a2 f13.814 209
Il P i 73 96 §16,554 004

Two Projects

Proposed Requirements, as of S-unit projects

InLieu Fee
Units On-Site(12%) Off-Site(17%)  (20%-weight)
a0 9 13 $3 256 250
Eewer 420 A0 71 $13 933 282
affordable On 500 Units i
units required ! e 59 54 $17 239 562

Twio Projects

in proposed
ordinance than Difference
existing

regulations.

#3585 58
2.3%

Percent

Higher In-
Lieu Fee
Revenues

Table 2 includes a count of dwelling units in the pipeline. As of January 1, 2006, 386 additional
dwellings are impacted by recently adopted changes to the inclusionary affordable housing
thresholds, or 1.7 percent of the total dwelling units in the pipeline. The impact of modifying the
formula for computing the affordable unit requirement on the pipeline is slight. Modest adverse
impact accrues to developers of projects with 5 to 9 dwelling units.

Table 2: Additional Pipeline Units Affected by Change in Formula

Gross pl
. Additional

Dwelling .
Units Dwelling

Units
5 or more units 23,387 22,803
10 or more units 22 989 22417
difference = 5 to 9 units 298 286

% of units affected 1.7% 1.7%




Appendix B: Project Impact lllustration for Mid- to Large- Projects Under 120 Feet, or
Permitted After January 1, 2006

Simulated Projects under 120 Feet: the following three mid-to-large Projects (U, V and W) contain
roughly 150 dwelling units. They differ in the number of units for different dwelling sizes by the

number of bedrooms (BR).

Project Studios N“I“:}Be;% of Units in ;é;lea IBR Total Units| Approx. Market §
In-Lieu Fees $116.031 $173 /33 2650913 F356 9259

Est. Market Value $450,000 $550,000 $6560,000 $550,000

Project U a 50 a a a0 ] 27 500 0oo
ProjectV 2 40 20 a B2 ! 36,100 000
Project W 20 20 a 1 41 ] 20,350,000
Total 22 110 20 1 153 ¥ 84,450,000

As reflected in the table below, under current law, these projects would have to include either 19
on-site units or 24 off-site units as affordable housing units (15% or 20% of the 153 total dwellings

under construction).

Existing On-Site Off-Site

Inclusionary

Requirement 15% 20%
Project # Of Units Formula # Of Units Formula In Lieu Fee Formula
Project U B 15%*(50-10) 8 20%*(50-100 | § 1,389,064 (1150
Project V 8 15%*(E2-10) 10 20%*B2-10) [ 1,967 039 10711852
Project W 5 15%*(41-10) B 20%*(41-10) | § 900 035 (13441
Total 19 24 ] 4,256,138
17z the weighted average of the unit mix being developed, by the in-lieu fee schedule from MOH.
Mate that the Formula may result in projects with more units paging a smaller fee as a percent of market walue.

The proposed ordinance would effect a change in the way the computation of affordable units would
be made. The net effect would be to increase the number of units required to be sold as affordable
units. Either 21 units on-site or 27 units off-site would be developed. This means that the proposed
ordinance would increase the inclusionary requirement by either 2 on-site or 3 off-site units (1
additional per project on average).

Proposed
nclusionary On-Site Off Site
RE(HIIIEI]IEI]I
under 061529

15% 20%
Project # Of Units Formula # Of Units Formula In Lieu Fee Formula
Project U 7 15%*(50-5) 9 20%*(50-5) |$ 15625597 91450
Project V 9 15%*(52-5) 11 20%*B2-5) | 2,163,743 11%(1/852
Project W 5 15%*(41-5) 7 20%*41-5) | § 1,050,041 713441
Total 21 27 ] 4,776,481
(17 iz the weighted average of the unit mix being developed, by the in-lieu fee schedule from MOH.
Rlote that the Formula may result in projects with more units paging a smaller fee as a percent of market walue,

The above makes the assumption that these projects will continue even if more units must be sold
below prevailing market prices (BMR). It is possible that the developer may opt to pay the in-lieu
fee and attempt to pass through the higher development costs to the market rate buyers, assuming
that market conditions may permit such pass through. This is harder to do when market prices for
units are leveling or in some cases declining. It is also possible, in some cases, that dwelling
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construction may no longer be feasible, based upon developers’ assumptions regarding market
conditions.

The two changes to calculating inclusionary affordable housing requirements® proposed by this
legislation combine to reduce inclusionary requirements for large projects (in buildings over 120 feet
tall), that are already in the pipeline prior to January 1, 2006. For the benefits to accrue, these
projects must not require zoning map amendments, conditional use, or replace demolished or
other-affordable housing. The proposed ordinance relaxes the inclusionary requirement in either
instance — on-site or off-site.

Projects that are not conferred the benefits associated with this proposed ordinance, are effectively
subject to the existing inclusionary thresholds. As a result of starting the inclusionary computation
as of the fifth unit of a project, some projects (mainly those proposed with nine units) appear to be
subject to additional affordable units, resulting in moderate adverse impact.

These increases may result in a slowdown in unit completions, a decline in net additions to the
housing stock, or in observed, future building permit (and construction) activity. These risks are
possible because smaller projects are not as well capitalized as larger projects.

On-Site Requirements of the Inclusionary Affordable Housing Program
Projects permitted After January 1, 2006, or Under 120 tall, with or without requiring zoning amendments
or conditional use or replacing affordable or demolished units.

80 1 Versus permitted Before January 1, 2006, or Over 120' tall, not replacing existing units, not requiring Zoning Map Amendments,
Nor Conditional Use
-
_l-’
70 4 . o . i
) Projects not qualifying for the exemption: o~
= > - ! ) =
Q@ Depending on formula rounding, the inclusionary L
c . . .
O 4o | requirement is either left unchanged, or one more = =a
.. . . e
3 additional on-site unit must be produced for L -
—_ [}
= below market-rate (BMR) sale. - = -
-
. 7
g 50 A .'°-... _1_’-, - * k
x .'o... _’_I_I - - .
Q -o.... o - - “
E '*_,_I - - '.
D 40 = .’ S
Q@ - - . .
S - e Projects over 120' and qualifying for the
T - - - - proposed exemption:
N -4 . .
e %0 . - - are conferred an on-site benefit that
X A=t increases with the number of units built.
o o = ’
5 20 PE N B
Q _,_," - T Current Law (15% as of the 10th dwelling unit)
E = ¥ he
> - - . . .
z 10 _,_,-” - Proposed Ordinance (15% as of the 5th dwelling unit)
i =
L
_.;’1 = = Proposed Ordinance for structures over 120" tall (12% as of the 5th
_'-’d dwelling unit)
o4

1 21 41 61 81 101 121 141 161 181 201 221 241 261 281 301 321 341 361 381 401 421 441 461 481
Number of Units in Project

®> The two changes are (1) reduction of on-site and off-site requirements for buildings over 120 feet, and (2)
the lowering of the number of units from 10 units to 5 units in the formula used to arrive at the required
affordable housing unit count.



Number of Affordable Units Required

120 -

100 -

80 -

60 -

40 1

20 A

Off-Site Requirements of the Inclusionary Affordable Housing Program

Projects permitted After January 1, 2006, or Under 120" tall, with or without requiring zoning amendments
or conditional use or replacing affordable or demolished units.

Versus permitted Before January 1, 2006, or Over 120" tall, not replacing existing units, not requiring Zoning Map Amendments,
Nor Conditional Use

Projects not qualifying for the exemption:

Depending on formula rounding, the off-site

inclusionary requirement is either left unchanged, or

one more additional off-site unit must be prodyced

for below market-rate (BMR) sale. -

' T - .

- "Projects over 120" and qualifying for the
- proposed exemption:
. " are conferred an on-site benefit that
s " increases with the number of units built.

M ” Current Law (20% as of the 10th dwelling unit)

] Proposed Ordinance (20% as of the 5th dwelling unit)

= = proposed Ordinance for structures over 120" tall (17% as of the 5th dwelling unit)

1

21 41 61 81 101 121 141 161 181 201 221 241 261 281 301 321 341 361 381 401 421 441 461 481
Number of Units in Project



Appendix C: Project Impact lllustration for Small Projects Under 10 units

Under existing law, small projects of 5 to 9 dwelling units do not have any inclusionary
requirements—on-site, off-site or in-lieu fees.

Examples of In-Lieu Fee Calculations under Existing Ordinance, For Small Projects {3 to 9 Dwelling Units)
Small Projects Under Number of Units in Project Total Units Approx.
Existing Ordinance Studios 1BR 2BR 3BR Market §
In-Lieu Fees 16,031 ¥73 633 $200 813 $356 958
Est. Market Value §450,000 §550,000 §EE0,000 $350,000
Simple - 5 units 0 5 ] 0 5 2750000
Mix A -6 units 1] 4 2 1] ] $ 3520000
Mix B - 7 units 1] 3 4 n 7 $ 4290000
Mix C - 8 units 2 4 2 1] g $ 4420000
Mix D - 9 units G 2 1] 1 9 $  4B50,000
Calculating In Lieu Fee | 500 of ynits as of the 10th
Under Existing Dwelling Uni
L welling Unit
Ordinance
Units under | Units without Besj Ch?lce
# of Units Round-off [Applying Round- for InLieu
Rule off Rule G .
Calculation
g 1] 0.00 0.00
5 1] 0.0o 0.00
7 1] 0.00 0.00
a8 1] 0.00 0.00
9 1] 0.00 0.00
Small Projects Under On Site (15%) Off Site (20%) In Lieu Fee (20%)
Existing Ordinance # of Units ® # of Units ® Amount *
Simple - 5 units 0 o 0
Mix A - 6 units 0 o B0
Mix B - 7 units 0 o B0
Mix C - 8 units 0 o B0
Mix D - 9 units 0 g 0

M = number of dwelling units in the project
[a)] Formula to compute on-site unit requirement invalwes: 155 » [# of dwelling units - 10 unit threshold], rounded ta the nearest whole number: MAR[ROURMDO[ S M-100,00,00
[b] Formula to compute off-gite unit requirement inwolyes: 205 » [# of dwelling units - 10 unit threshold], rounded to the nearest whole number: MAR[ROURMD[ 205" M-107,00,0]

[=)] Farmula to compute in-lieu Fee inwalves: weighted average of the unit mix being developed, by the inlieu fee schedule from MOH % [smaller number of either the off-site requirement ar
the unrounded off-site unit requirement] = min(roundoffunits] 1)

minfroundoff units]= smaller of the twa numbers yields in lizu fee Factor.

[1]i= the weighted average of the unit mix being dewveloped, by the inlizu fee schedule from MOH.

Formula leads to projects with 5 1o 3 units bearing no inclusionary costs because threshold ineristing formula "as of 10th unit” rounds to zero.




The proposed ordinance alters the formula for inclusionary requirement by lowering the starting
point from which the inclusionary requirement is counted—starting from the 5" dwelling unit in a

project,

rather than the 10"

unit.

This proposed ordinance increases the inclusionary

requirements—and thus the development costs—of certain projects with 8 or 9 dwelling units.

Examples of In-Lieu Fee Calculations under Proposed File 061529 For Small Projects {5 to 9 Dwelling Units)
Small Projects Under Number of Units in Project Total Units Approx.
Proposed Ordinance Studios 1BR 2BR 3BR Market §
In-Lieu Fees 116,031 $173R33 §260 913 f356 959
Est. Market Value $450,000 $450,000 $EE0,000 $5350,000
Simple - 5 units ] 5 ] ] a § 2,750,000
Mix A -6 units 1] 4 2 1] ] ¥ 3520000
Mix B - 7 units N 3 4 N 7 $ 4290000
Mix C -8 units 2 4 2 1] ] ¥ 4420000
Mix D -9 units G 2 0 1 9 $ 4550000

Calculating In Lieu Fee 20% of Units as of the 5th
Under Proposed ; .
. Dwelling Unit
Ordinance
Units under | Units without E:‘esltIClll_?lce
# of Units Round-off [Applying Round- or-n-Lieu
Fee
Rule off Rule \
Calculation
5 ] 0.oo 0.a0
] ] 020 0.a0
7 0 0.40 0.00
a 1 .60 0.60
=] 1 .80 0.80
Small Projects Under On Site (13%) Off Site (20%) In Lieu Fee {20%)
Proposed Ordinance # of Units ® # of Units® Amount ©
Simple - 5 units 0 o 0
Mix A - 6 units 1] a §0
Mix B - 7 units 1] a §0
Mix C -8 units 0 1 $107.132
Mix D - 9 units ¢ 1 Y C Y C F244819
I = number of dwelling units in the project e e i

[a] Formula to compute on-gite unit requirement involwes: 155 » [# of dwelling units - 5 unit threshold)], rounded to the nearest whole number: MAR[ROURNMD[ 15" R-51,00,0]
[b)] Farmula to compute aff-site unit requirement inwolyes: 205 [# of dwelling units - 5 unit threshald), rounded to the nearest whole number: MAK[ROURDO[ 205" M-5),00,0]

[=] Formula to compute in-lieu Fee invalves: weighted average of the unit mix being developed, by the inlieu fee schedule from MOH % [smaller number of either the off-=ite requirement or
the unrounded aff-site unit requirement] = min(roundoffunits) (1],

min(roundoff,units)= smaller of the two numbers yields in lieu fee factar,
[1] iz the weighted average of the unit mis being developed, by the inlieu fee schedule from MOH.

Note: the rounding formula may produce inconsistent resuils in projects with 8 units.

For example, developments with five to eight units will still not be required to provide any on-site
affordable dwelling units. But developments with nine units would be required to provide:

= one on-site unit, or
. one off-site unit, or
= pay an in-lieu fee of approximately $124,481

as noted in the example above.
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CITY AND COUNTY OF SAN FRANCISCO - CONTROLLER’S OFFICE
We want your feedback!
Please use the following web link — or fill out, detach and mail the attached card to let us

know your thoughts on this report.

Option 1: Web
http://www.sfgov.org/controller/feedback
The feedback link is listed with the report.

Option 2: Mail
Just fill in the card below, fold this in half and mail!

Option 3: Phone
Call the Controller’s Office at 415-554-7500 and we will take your feedback over the phone.

Thank you for your feedback!

Fold along the dotted line and mail!

Controller’s Office Report Feedback

Report 061529 - Residential Inclusionary Affordable Housing Requirements

I am a:

O San Francisco Resident U Resident of Another City:
U Media Reporter U Other:
Q City of San Francisco Employee

How do you rate this report?
Very
Good Good Neutral

Significance of topic
Clear & concise
Objective & fair
Useful

Overall Report Quality

Comments:

For a complete list of our reports, visit our website at http://www.sfgov.org/controller

Thank you!
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http://www.sfgov.org/controller/feedback
http://www.sfgov.org/controller

BUSINESS REPLY MAIL

FIRST-CLASS MAIL PERMIT NO. 22978 SAN FRANCISCO, CA

POSTAGE WILL BE PAID BY ADDRESSEE

OFFICE OF THE CONTROLLER

CITY & COUNTY OF SAN FRANCISCO
875 STEVENSON RM 125

SAN FRANCISCO CA 94103-9576

A Fold completed survey here and mail &

Y Tape here - no staples please Y

NO POSTAGE
NECESSARY
IF MAILED
INTHE
UNITED STATES
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