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CITY OF GLENDALE, CALIFORNIA
REPORT TO THE:

Joint ~ City Council ~ Housing Authority ~ Successor Agency Li Oversight Board Li

September 18, 2018

AGENDA ITEM
Report: Request for Direction on Preparation of an Inclusionary Zoning Ordinance and I or a

Development Impact Fee for the Benefit of Providing Affordable Housing.

1. City Council Motion Directing Staff to Prepare an Inclusionary Zoning Ordinance in-Lieu Fee
Resolution;

2. City Council Motion Directing Staff to Prepare Legislation Adopting a Commercial
Development Impact Fee; and

3. City Council Motion Directing Staff to Prepare a Draft Ordinance Revising the Affordable
Housing Exemption for the Parks and Library Impact Fee.

COUNCIL ACTION

Public Hearing Ordinance Li Consent Calendar Li Action Item ~ Report Only Li

Approved for q ~ ( i% calendar

ADMINISTRATIVE ACTION

Submitted by:
Philip Lanzafame, Director of Community Development

Prepared by:
Michael Fortney, Principal Housing Project Manager

Peter Zovak, Assistant Director of Community Development

Approved by:
Yasmin K. Beers, City Manager and Executive Director ________________________

Reviewed by:
Michael J. Garcia, City Attorney
Onnig Bulanikian, Director of CSP

Interim Director of Library, Arts & _____________________

RECOMMENDATION
Community Development staff recommends that the City Council provide direction on the
preparation of a City-Wide Inclusionary Zoning Ordinance and a Commercial Linkage Fee to
benefit the development of affordable housing.
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IZO/DIF

September 18, 2018

BACKGROUND/ANALYSIS
At its August 14, 2018 meeting, staff introduced several policy considerations for City Council to
consider regarding the possible adoption of an Inclusionary Zoning Ordinance (IZO) and
Commercial Development Impact Fee (DIF) for the benefit of affordable housing. A copy of the
report is attached as Exhibit 1. The City Council was able to provide staff with sufficient direction
to begin developing recommendations on an IZO and DIE.

Since then, the City’s outside consulting firm, Keyser Marston and Associates (KMA) has
completed their analysis and reporfé (attached as Exhibits 2 and 3). Together with Council
direction and KMA’s analysis, staff has prepared the following recommendations on an IZO and
DIF program.

Inclusionary Zoning

The following is a list of policy considerations and KMA and staff’s recommendation:

Geographic Coverage — City Wide

Staff recommends adoption of a citywide IZO to promote the development of affordable housing
units throughout the city. Staff further recommends the newly adopted IZO replace the IZO
already in effect in the San Fernando Road Corridor. As stated in previous staff reports, the San
Fernando Road Redevelopment Project Area has an inclusionary housing requirement tied to
old Redevelopment Law. This will make implementation of an IZO more manageable. Concerns
regarding developers taking advantage of Density Bonus in areas of the City zoned lower
density have been addressed in other policy recommendations.

Type of Development — Both Ownership and Rental

KMA and staff recommend adopting an IZO for both ownership as well as rental housing
projects with variations to each of the two programs. Recommended differences in the programs
are discussed further in the remaining policy considerations. There are significant challenges to
an IZO for ownership projects but those challenges, like the concerns with density, are
addressed in other policy considerations.

Project Threshold Size — Projects with 5 units or more

KMA and staff recommend the City set the threshold project size at five units and greater for
both ownership and rental. This represents the minimum project size that qualifies for the use of
the Section 65915 density bonus. KMA and staff believe projects of four units or less would be
unduly burdened with an inclusionary requirement.

Percentage of Units to be Reserved as Affordable 11% Ownership & 15% Rental

KMA and staff recommend that the Inciusionary Housing requirement be set at 11% of the units
allowed by the base zoning for ownership projects and 15% of the units allowed by the base
zoning for rental projects. This is based on the KMA analysis showing financial feasibility of
projects with this level of inclusionary requirements.
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Affordability Level

KMA and staff recommend targeting Low Income (up to 80% AMI) for rental projects and
Moderate Income (up to 120% AMI) for ownership projects using Los Angeles County AMI
figures. The idea is to make the affordable rents and sales prices consistent with Density Bonus
Law, making implementation and monitoring of the program a far more manageable process
versus targeting other incomes.

Duration of Affordability —45 Years Ownership & 55 Years Rental

KMA and staff recommend the affordability covenants remain for 45 years for ownership
projects and 55 years for rental projects. These are the standards that are commonly used for
inclusionary housing ordinances, and the rental covenant period is consistent with Density
Bonus Law, for ease of implementation and monitoring.

Design Standards — Equal Standards

KMA recommends the exterior of the affordable units be comparable to the market rate units, be
of similar size both in terms of square feet and bedroom count, and be dispersed throughout the
project. This is cons!stent with the City’s interpretation of Density Bonus Law. Staff agrees and
further recommends the affordable units have similar interior improvements. Additionally,
occupants of the affordable units should be allowed equal access to the project’s community
spaces and amenities.

KMA and staff both recommend that developers should be allowed the option of providing
smaller affordable units (lower bedroom count and smaller square footage), but in exchange be
obligated to restrict the sale of 15% (versus just 11%) of the units in an ownership project and
restrict the rents of 20% (versus just 15%) of the units in a rental project.

Off-Site Production Option — Allow within Parameters

Rental developers must be given the option of providing the affordable units off-site. KMA and
staff recommend the off-site units must be:

• Within ½ mile of the market rate project;

• Comparable in size (square feet and bedroom count) and interior and exterior
improvements; and

• Be limited to rental units subject to the 15% inclusionary requirement (or 20% if smaller
units) and reserved for low-income households.

KMA and staff further recommend that acquisition and rehabilitation of existing residential
buildings be allowed to fulfill the inclusionary requirement, but only in the following
circumstances:

• The existing building subject to acquisition and rehabilitation has been cited for
substantial building code violations;
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• All of the units have been vacant for 90 days or longer;

• The rehabilitation of the building is substantial, meaning the after rehab value must be at
least 25% greater than the pre-rehab value of the building.

Phase In Option — Exempt only Projects with Secured Building Permit

There is consensus among City Councilmembers that no project should be exempt from an IZO
if it has not already secured building permits. Staff defers to Council’s consensus without
concern.

In-Lieu Fee — Range depending on Project Size and Type

Part of KMA’s scope of work was to analyze both the maximum legally defensible and
economically feasible limit of an In-Lieu Fee. The maximum legally defensible fee is the
difference between market rate rent/sales price and affordable rent/sales price whereby the
maximum economically feasible fee is the highest fee a project could support before the
project is no longer financially feasible to build.

It is the KMA and staff recommendation that in-lieu fee payment be encouraged for ownership
projects, and allowed as an option for rental projects. To achieve these goals, KMA
recommended that the base fee be set at $26.30 per square foot of GBA for ownership projects
and $55.00 per square foot of GBA for rental projects. Recognizing that small projects
experience a greater financial impact than larger projects, KMA and staff recommend
establishing the following in-lieu fee schedule:

o Ownership and Rental projects between 5 and 20 units per the following chart:

Ownership Rental
Housing Apartments

In-Lieu Fee Per Square Foot of OBA

Number of Units
5 $10.57 $22.11
6 $11.52 $24.09
7 $12.63 $26.40
8 $13.73 $28.71
9 $14.68 $30.69
10 $15.78 $33.00

11 thru 15 $21.04 $44.00
16 thru 20 $23.67 $49.50

21+ $26.30 $55.00
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o Rental projects of 21 units or greater - $55!sq. ft. GSA;

o Ownership projects of 21 units or greater - $26.30!sq. ft. GSA;

o Ownership and Rental projects with less than 5 units would be exempt from an
Inclusionary Housing requirement, including payment of an In-Lieu Fee.

KMA and staff recommend developers be granted the ability to pay the in-lieu fee by right for
ownership projects to incentivize paying the fee rather than build the units given the
management and monitoring challenges scattered ownership units would present. KMA and
staff further recommend that rental projects of 20 units or less have the same ability to pay the
in-lieu fee so as not to encourage building the units and taking advantage of Density Bonus Law
in lower density neighborhoods within the City. KMA and staff recommend that rental projects in
excess of 20 units be required to build the affordable units; an in-lieu fee payment should only
be allowed with City Council approval. The recommended In-Lieu fees incentivize developers to
pay the fee for ownership projects and small rental projects, and to build the affordable units in
rental projects of 21 units or greater.

Conclusion (IZO)

Both KMA and staff recommend the City Council adopt a city-wide inclusionary housing
ordinance that incentivizes developers to build rental units in projects of 21 units and greater
and pay an in-lieu fee for ownership projects. KMA and staff recognize that developers will likely
seek a Density Bonus with an inclusionary requirement in place requiring affordable units to be
built. For this reason, and because smaller projects would be more economically impacted given
less economies of scale, KMA and staff further recommend smaller projects (5-20 units) be
subject to a lower in-lieu fee and projects with less than 5 units be exempt from the inclusionary
requirement all together.

KMA and staff further recommend:

• All projects (Rental and Owner) greater than five units, without building permit previously
secured be subject to an IZO city-wide;

• Rental projects should provide affordable units at 80% AMI and below while ownership
projects should target 120% AMI and lower. AMI should be based on the standards
imposed by California Health and Safety Code Sections 50053 and 50052.5;

• Units in ownership projects to remain affordable for 45 years while covenants on
affordable rental units for 55 years;

• In-Lieu Fees based on project size and type;

• Affordable Units should be comparable to market rate units, except when smaller units
are proposed, which then triggers a requirement for additional affordable units; and

• Off-site production with parameters.
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As stated in previous staff reports, the adoption of an Inclusionary Zoning Ordinance would
adversely affect the City’s Park and Library Fee revenue as all residential projects reserving
15% or more units as affordable are subject to a 75% reduction in the fee. Therefore, the Park
and Library Fee should be re-visited prior to or concurrently with the adoption of an Inclusionary
Zoning Ordinance.

Commercial Development Impact Fee:

Should the City Council elect to adopt a DIE for the benefit of affordable housing development,
staff recommends the DIF be similar to the current Parks and Library Impact Eee. That fee is:

o City-wide;

o Applies to office and general commercial uses only, exempting auto dealerships
and hotels; and

o Applies to commercial projects greater than 1,250 square feet GBA.

KMA’s analysis determined that the legally defensible limit to a commercial DIF varies
depending on the type of commercial development. These limits are as high as $379/square
foot for ground floor retail, to as low as $132/sq. ft. on hotel uses. KMA has determined the
economically feasible fee limit falls within the range of $3 to $1 9/square foot.

The recently adopted fee in the City of Los Angeles includes a range from $3 to $5/square foot.
West Hollywood applies an $8/square foot fee and Santa Monica applies a range of $3 to
$1 1/square foot.

The City’s Parks and Library Fee are as following:

• Auto Dealership — Exempt
• Hotel — Exempt
• Office - $7.92 / square foot
• General Commercial - $6.50 / square foot
• Industrial - $3.24 / square foot

If the City Council elects to adopt a Commercial DIE, KMA and staff recommend selling the
Commercial DIE in the $3 - $5 per square foot GBA range, which is at the low end of the
economically feasible range and is within range of other local DlFs and the City’s Parks and
Library Impact Eee.

Similar to the IZO, staff recommends only exempting commercial projects with a secured
building permit.

Using data from Glendale’s Building and Safety Division from the past 5.5 years, KMA was able
to project upwards of $91 Ok annually could be generated with a $5 / sq. ft. fee on all commercial
projects greater than 1,250 sq. ft. This is likely a very high estimate given the number of hotels
proposed during this time frame (8). Staff believes that is not a sustainable figure and is not
reliable for reasonable projections. Instead, KMA’s estimated projection of approximately $250k
annually based on $5 / sq. ft. and no hotel developments is likely a more reasonable estimate.
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Conclusion (DIF)

Staff recommends adoption of a city-wide commercial DIF for all office and general commercial
and projects over 1,250 square feet unless City Council priorities have changed in terms of
development types desired! needed in the City. Staff further recommends the fee be in the $3 to
$5 sq. ft. range, far below the legally defensible or financially feasible fee similar to the Park and
Library Impact Fee so as to remain competitive with nearby cities.

If the City Council directs staff to prepare an Inclusionary Zoning Ordinance and / or a
Commercial Development Impact Fee, staff will prepare and submit draft legislation to the
Planning Commission for review and recommendation, since the proposals will require
amendments to the Zoning Code. The legislation would then be submitted to Council for its
consideration.

FISCAL IMPACT
Adoption of an IZO and! or Commercial DIF would necessitate the creation of a new, full time
equivalent position at the Housing Analyst level. The new position would be tasked with
administering the program(s). Responsibilities would include coordination with Building and
Safety, City Attorney and Planning staff, ensuring the appropriate fees are collected, that
developers are following the program rules and requirements, and oversee the marketing and
tenant selection process of the newly created affordable units.

This fiscal impact is estimated to be between $75,473 and $109,793 annually. This would not
come from the City’s General Fund but rather the Affordable Housing Asset Fund. Expected
revenue from the adoption of an IZO and! or DIF would be deposited into the same account,
and is expected to exceed this amount.

ALTERNATIVES
Alternative 1: The City Council may direct staff to draft language for an Inclusionary Zoning
Ordinance;

Alternative 2; The City Council may direct staff to draft language for the possible adoption of a
Commercial Development Impact Fee;

Alternative 3: The City Council may direct staff to return with additional information; or

Alternate 4: The City Council may consider any other alternative not currently proposed by staff.

EXHIBITS

Exhibit 1 August 14, 2018 Joint City Council and Housing Authority Staff Report
Exhibit 2 August 27, 2018 Inclusionary Housing Study Prepared by KMA
Exhibit 3 August 22, 2018 Commercial Impact Fee Analysis Memo Prepared by KMA
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MOTION

Moved by Council Member _____________________________ seconded by

Council Member _______________________________, that the Council hereby directs the

staff to prepare an Inclusionary Housing Ordinance and an In-Lieu Fee Resolution as set

forth in the Joint Reports to Council and Housing Authority dated August 14, 2018 and

September 18, 2018, and per further direction provided by Council at the joint meetings of

the same date. Staff is further directed to submit the Ordinance and Resolution to the

Planning Commission for review and recommendation and then to the Council for its

consideration.

Vote as Follows:

Ayes:

Noes:

Absent:

Abstain:

APPROVEDASTOF RM

Assistant City Attorney

DATE_________

K:W,aIla\CouncU & Othor Brd, Comma Staff Reports & M,tjonsVAta Di,ect Staff IZO 9•18•184oc
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MOTION

Moved by Council Member _____________________________, seconded by

Council Member _______________________________, that the Council hereby directs the

staff to prepare, for Council consideration, appropriate legislation adopting a commercial

linkage fee for affordable housing, as set forth in the Joint Reports to the Council and

Housing Authority dated August 14, 2018 and September 18, 2018, and per additional

direction provided by the Council at the joint meetings of the same date.

Vote as Follows:

Ayes:

Noes:

Absent:

Abstain:

APPROVED AS TO FOAM

Seny’~1~ssistant City Attorney

DATE______________

K:Wveue\Council & Other Brds Comms Staff Repaffs & Mafionstirect Staff Commercial Linkage Fee Affordable Housing 9-l8•18doa
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MOTION

Moved by Council Member _____________________________, seconded by

Council Member _______________________________, that the Council hereby directs

the staff to prepare, for Council consideration, an ordinance amending the Parks and

Library Impact Fee Ordinance (G.M.C. Chapter 4.10) to revise the exemption for

certain affordable housing projects, as set forth in the Joint Reports to the Council and

Housing Authority dated August 14, 2018 and September 18, 2018, and per additional

direction provided by the Council at the joint meetings of the same date.

Vote as Follows:

Ayes:

Noes:

Absent:

Abstain:

APPR,~YED AS TO FORM

~Attorney

K:\Ynene~Council & Other Ords Comma Res~uUonsl1Ln Directsnatfpat Impact Fee Ordinance Re~4ne AH enemp~on 9-l8-l8.dco
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CITY OF GLENDALE, CALiFORNIA
REPORT TO THE:

Joint ~ City Council ~ Housing Authority ~ Successor Agency ~ Oversight Board Q

August 14, 2018

AGENDA ITEM

Report: Request for Direction on Preparation of an Incluslonary Zoning Ordinance and / or a
Development Impact Fee for the Benefit of Providing Affordable Housing.

1. City Council Motion Directing Staff to Prepare an Incluslonary Zoning Ordinance and in-Lieu
Fee Resolution.

2. City Council Motion Directing Staff to Prepare Legislation Adopting a Commercial Development
Impact Fee.

3. City Council Motion Directing Staff to Prepare a Draft Ordinance Revising the Affordable
Housing Exemption for the Parks and Library Impact Fee.

COUNCIL ACTION
Public Rearing ~ Ordinance C Consent Calendar C Action Item E Report Only U

Approved for ~j. iq calendar

ADMINISTRATIVE ACTION
Signature

Director of Community Development 2

Prepared by: ,.t.1
Michael Fortney, Principal Housing Project Manager ‘fig

Peter Zovak, Assistant Director of Community Development

Sipan Zadoryan, Housing Associate

Approved by: ____
Yasmin K. Beers, City Manager and Executive Director ________________________

Reviewed by:
lJarcia,CityAttomey of CSP JzJf~4 j /

Interim Director of Library, Arts & Culture *7~ff~’
RECOMMENDATION
Community Development staff recommends that the City Council Provide Direction on the
Preparation of a City-Wide Inclusionary Zoning Ordinance and a Commercial Linkage Fee to
benefit the development of affordable housing.
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BACKGROUND!ANALYSIS
At its December 5, 2017 meeting and as part of the approval of the City’s Affordable Housing
Strategy, the City Council directed staff to enter into a Professional Services Agreement with
Keyser Marston and Associates (KMA) to study the possible implementation of two new housing
programs to assist with development of affordable housing: Inclusionary Zoning and
Commercial Development Impact Fees.

lnclusionary Zoning is a strategy that falls under the category of “Land Use Tools’ in the City’s
adopted Affordable Housing Strategy. Inclusionary Zoning is a legal standard requiring the
inclusion of affordable housing units in new residential development projects. Recent studies
support that Inclusionary zoning is an increasingly prevalent tool for producing affordable
housing. Additionally, local inclusionary housing programs are: (1) prioritizing on-site affordable
housing development, which may be an effective strategy to place affordable housing in
neighborhoods of opportunity; and (2) ensuring long-term affordability, which is an effective way
to maintain community assets and the affordable housing stock. Inclusionary Zoning Ordinances
must allow for an In-Lieu fee as an option for the developer, rather than building the affordable
units.

A Development Impact Fee (DIF) is a strategy identified in the ‘Dedicated Revenue” category in
the City’s Affordable Housing Strategy. DIPs are a one-time fee(s) charged to new
developments that is used to defray the costs of mitigating development’s impact on public
facilities such as schools, roads, sewer lines, etc. Numerous cities within the State have
implemented such a fee(s) for mitigating development’s Impact on affordable housing. Some
cities (mainly In Northern California) have required the fee for both new residential development
and new commercial developments, linking it to a jobs/housing imbalance. A commercial fee
application is less frequently applied by cities because of concerns with business attraction and
retention issues.

In 2007, Glendale adopted a DIF for park and library facilities for all new residential
developments in Glendale which, to date, has generated over $16 million in revenue.
Considering that such DIP revenue for housing would be generated locally, the allocation,
priorities, and use of it would be governed locally by the City Council and Housing Authority.
Exhibit I to this report is a memo generated by KMA which discusses in further detail both
Inclusionary Zoning and Commercial Linkage or Impact Fee Programs.

If the City Council directs staff to prepare an Inciusionary Zoning Ordinance and/or Commercial
Development Impact Fee legislation, staff will prepare and submit draft legislation to the
Planning Commission for review and recommendation, since the proposals will require
amendments to the Zoning Code, The legislation would then be submitted to Council for its
consideration

Inclusionary Zoning;

When considering the adoption of an Inclusionary Zoning Ordinance (IZO), it is important to
understand the interplay between inclusionary zoning and the State Density Bonus Law
(Density Bonus Law). Under current law, applicants required to provide affordable units in a
new development will likely have the opportunity to utilize the Density Bonus Law for additional
density and incentives and concessions.
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The Density Bonus Law allows property owners to build more residential units on their property
than the local zoning code normally allows in exchange for reserving a percentage of the units
as affordable units at rents or sales prices that are below market. In addition, a density bonus
applicant is entitled to “incentives or concessions” — deviations from the zoning code or site
development standards. Examples include maximum height and stories, minimum set-backs
from the street and minimum open space requirements. Density bonus applicants are also
entitled to certain parking concessions by right. Further, applicants may be entitled to waivers
or modifications of development standards that physically preclude an applicant from building at
the density and with the concessions authorized by the Density Bonus Law.

The amount of the density bonus and the number of incentiveslconcession vary based on the
number of affordable units and level of affordability. The maximum required density bonus is
35% and the maximum number of required concessions is three. A density bonus request
meeting the statutory requirements cannot be denied. Also, a request for incentives or
concessions cannot be denied unless there is an identifiable, objective health or safety concern
associated with the application. A California court has held that the affordable units required to
be constructed by an IZO can be applied to meet the affordability thresholds necessary to
trigger the Density Bonus Law. Thus, depending on the requirements of the IZO, some
applicants who comply with the IZO by building affordable units will also be able to utilize the
Density Bonus Law for additional density and zoning incentives.

An JZO must provide developers with the option of paying an In-Lieu Fee. This fee could be paid
in-lieu of building the required units. One strategy to reduce the number of projects seeking a
density bonus in combination with Inclusionary Zoning is to adjust the In-Lieu fee so that the
developer will opt to pay it versus building additional units beyond what code allows. Discussion
of the In-Lieu fee can be found further in this report.

In order to develop an IZO, a number of policy decisions will need to be made. The attached
worksheet (Exhibit 2) and the following section of the report discuss these policy considerations
and in some cases provide staff recommendations.

Geographic Coverage

o Does the City Council wish to implement a city-wide IZO?; or

o Is the preference to target portions of the City?

Staff recommends, for consistency of implementation, adoption of a citywide IZO. Whichever
direction the City Council prefers, however, staff recommendation is that a new IZO replace the
IZO already in effect in the San Fernando Road Corridor. As stated in previous staff reports, the
San Fernando Road Redevelopment Project Area has an inclusionary housing requirement tied
to old Redevelopment Law.

Type of Development

o Does the City Council wish to apply an IZO strictly on rental projects; strictly on
ownership projects, or on both?
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Project Threshold Size

o Does the City Council wish to Implement an IZO on all residential developments
regardless of size or is there a minimum size pr~ect, such asS, 10, or more units
that would be exempt from an IZO?

o The City Council may also adopt an IZO that has a tiered effect, meaning more
restrictive the larger the project size.

Percentage of units to be reserved as affordable

o Most IZOs throughout the state require between 10% and 20% of the units to be
reserved as affordable with 15% commonly being used.

Note: An IZO requiring greater than 15% of the units to be reserved as
affordable housing might trigger review by the State if the City has not
satisfied 75% of its housing needs for above-moderate income
households for the applicable reporting period as set forth in the Regional
Housing Needs Assessment (RHNA); however, Glendale has satisfied its
RHNA need for above-moderate income households.

o The percentage of units to be reserved as affordable could differ between
ownership projects and rental projects should the City Council wish to adopt an
IZO on both types of residential projects.

Affordability Level

o For rental projects, the new State law identifies low income households earning
up to 80% AMI as a threshold, Many cities that have adopted an IZO provide an
incentive to owners to provide the reserved units to very low income households,
up to 50% AM!.

Deeper income targeting than 80% AMI can trigger state review of the an
IZO but, as noted above, the City has satisfied its above-moderate
income housing need.

o For ownership projects, targeting very-low and low-income households is not
recommended. The unit would have to be sold at almost no cost for low-income
and no cost or even with a subsidy for very low-income households. Additionally
households of lower income often don’t have the financial capacity to deal with
the inevitable costs (maintenance and capital replacement) associated with home
ownership.

o For ownership, moderate-income households (up to 120% AMI) are most
commonly targeted in IZOs which is consistent with Density Bonus Law.

o Additionally for ownership, higher incomes known as workforce housing which is
generally accepted to be up to 150% AMI can also be targeted.
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Staff’s recommendation is to target very low and low-income households for rental projects and
moderate-income households for ownership projects to be consistent with Density Bonus Law.

• Duration of Affordability

o Commonly used covenant periods are 45 years as the minimum length of
affordability for ownership projects and 55 years for rental projects. These
timeframes are based on Redevelopment Law and also the Density Bonus Law
for rental projects is also fifty-five years. However, the City Council could adopt
any length of affordability it chooses and ownership and rental could be the same
duration.

• Design Standards

o In many jurisdictions the design standard for the units to be reserved for lower
income households is an exact comparison of the market rate units to be built.

o The City Council could elect a different standard for the lower income units such
as smaller size, less expensive finishes, etc.

o The City Council could also elect to have different design standards based on the
affordability level, or for ownership versus rental units.

Staffs recommendation is to apply the same design standards to all the units so that all the
restricted units, regardless of the income range they target, are of the same standard as the
market rate units. This is the standard imposed on affordable units built under the City’s density
bonus requirements and it is also staffs opinion that this type of requirement will be more
administratively efficient.

• Phase In Option — City Council will need to decide when the 20 will affect future
residential development projects. Options include:

o Projects that have submitted discretionary entitlement applications that have
been deemed complete could be exempted; or

o Projects that have approved discretionary entitlements could be exempted; or

o Only projects with an issued Building Permit could be exempted; or

o Only projects that have obtained a vested right to build would be exempted; or

o The IZO could take effect in three months, six months, or some other timeframe.

Part of KMA’s scope of work was to analyze both the maximum legally defensible and
economically feasible limit of an In-Lieu Fee. The maximum legally defensible fee is the
difference between market rate rent and affordable rent whereby the maximum economically
feasible fee is the highest fee a project could support before the project is no longer financially
feasible to build.
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KMA analyzed three rental development scenarios, a low density 35 unit / acre project, a 35 unit
I acre project with a 35% Density Bonus, and a high density 100 unit / acre project. KMA
evaluated a 15% Inclusionary Housing requirement, and an economically feasible percentage,
at low income for each of the scenarios. KMA’s analysis concludes that an In-Lieu fee of
between $55.00 / square foot to $59.10 I square foot on residential rental development is legally
defensible. However, KMA concluded that an economically feasible In-Lieu Fee falls within the
range of $39/ square foot.

For residential ownership projects, KMA studied a low density scenario with a financially
feasible Inclusionary Zoning requirement at moderate income and determined that a legally
defensible fee of $42.20 and an economically feasible fee of $26.30 could be charged.

In-Lieu Fee

o Does the City Council wish to adopt an In-Lieu Fee at the maximum legally
defensible amount of $59.10 I square foot for residential rental projects or a lower
amount?

o Does the City Council wish to adopt an In-Lieu Fee at the maximum economically
feasible amount of $39 / square foot for residential rental projects or a lower
amount?

o Does the City Council wish to adopt an In-Lieu Fee at the maximum economically
feasible amount of $42.20! square foot for residential ownership projects or a
lower amount?

o Does the City Council wish to adopt an In-Lieu Fee at the maximum economically
feasible fee of $26.30 I square foot for residential ownership projects or a lower
amount?

Development Impact Fee:

KMA conducted a nexus study to establish the maximum allowable linkage fee amounts for
commercial uses identified by the City for evaluation. Although many cities in California have
adopted a commercial DIF, most of those cities are located in Northern California.. Only four
cities, Los Angeles, San Diego, Santa Monica and West Hollywood, have adopted commercial
DlFs in Southern California, The scarcity of this type of fee in neighboring cities such as
Pasadena and Burbank and its Implementation in Glendale could reduce the competitiveness of
Glendale to attract commercial development. The less the fee is, the more competitive Glendale
remains. The higher the fee, the less competitive. Too high of a fee and the city risks impeding
commercial development all together. More discussion on the fee itself is provided following
policy considerations:

Similar to an JZC, the City Council would have to consider several policy options when
considering adopting a commercial DIF. The first is if the City Council would even like to adopt a
Commercial DIF. Others include:

Geographic Coverage

o Will the Commercial DIP be in effect city-wide or would the City Council prefer to
target certain areas of the City?
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Type of Development

o The fee could be applied evenly to all commercial developments; or

o Certain types of commercial developments could be subject to differing fees or
be exempt all together,

• Hotel (exempt from Glendale’s Park and Library Fee)
• Office
• Retail
• Auto dealerships (exempt from Glendale’s Park and Library Fee)

Project Threshold size

o Is there a minimum size of development the City Council would like to exempt
from the fee? Los Angeles exempts projects 15,000 square feet and less while
West Hollywood exempts projects smaller than 10,000 square feet. The City of
Glendale’s Park and Library Fee exempts projects of 1,250 square feet or less.

• Fee

o KMA has determined that the legally defensible limit to a commercial DIF varies
depending on the type of commercial development. These limits are as high as
$379.40/square foot for ground floor retail, to as low as $131.60/sq. ft. on hotel
uses.

o KMA has determined the economically feasible fee limit falls within the range of
$5 to $1 5/square foot.

o The recently adopted fee in the City of Los Angeles includes a range from $3 to
$5/square foot. West Hollywood applies an $8/square foot fee and Santa Monica
applies a range of $3 to $1 1/square foot.

o Glendale’s Parks and Library Fee are as following:

• Auto Dealership — Exempt
• Hotel — Exempt
• Office - $7.92 I square foot
• General Commercial -$6.50? square foot
‘ Industrial -$3.24? square foot

Neither KMA nor staff recommends implementing a Commercial DIF at anywhere near the legal
limit. Instead, a fee of approximately $3 - $5/square foot, which is at the low end of the
economically feasible range, would be more appropriate. Any type of commercial development
the City Council would like to promote in terms of development may be exempted from any fee.

• Phase In Option — City Council will need to decide when the Commercial DIF will affect
future commercial development projects. Options Include:
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o Projects that have submitted a complete discretionary entitlements application
could be exempted;

o Projects that have approved discretionary entitlements could be exempted;

o Only projects with a pulled Building Permit are exempted; or

o The Commercial DIF could take effect in three months, six months, or some
other timeframe.

Park and Library Impact Fee:

Adoption of an IZO will have an immediate impact on the Park and Library Impact Fee for
residential projects. The Park and Library Impact Fee for multi-family residential projects ranges
between $17,006 to $18,751 per unit. But this fee is reduced for projects providing some level of
affordability. The reduction in fee is as follows:

• 5% of units reserved as affordable is granted a 25% Park and Library impact Fee
reduction;

• 10% affordability gets a 50% reduction;
• 15% affordability gets a 75% reduction; and
• 20% of the units are reserved for affordable housing, the Park and Library Impact Fee is

waived.

Therefore, if the City Council were to adopt an IZO, all multi-family residential projects would
have to provide some percentage of affordable units. Should the City Council elect to require
15% of all units to be reserved as affordable units, these same projects would have a 75%
reduction in the otherwise applicable Park and Library Fee.

Staff recommends the City Council re-visit the Park and Library Impact Fee, and in particular the
level of affordability that needs to be provided in multi-family residential projects to exempt a
project from paying all or part of the Fee. The Park and Library Fee exemption of 25% would
need to start at a higher percentage of affordability than what the City Council ultimately selects
for its IZO in order for there to be little or no impact on the Parks and Library Fee.

FISCAL IMPACT
There is no fiscal impact associated with this report.

ALTERNATIVES
Alternative 1: The City Council may direct staff to draft language for am Inclusionary Zoning
Ordinance;

Alternative 2: The City Council may direct staff to draft language for the possible adoption of a
Commercial Development Impact Fee;

Alternative 3: The City Council may direct staff to return with additional information; or

Alternate 4: The City Council may consider any other alternative not currently proposed by staff.
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EXHIBITS

Exhibit 1 April 23, 2018 KMA Memo — Inclusionary Housing and Linkage Fee Programs
Exhibit 2 Inclusionary Zoning Ordinance and Commercial Development Impact Fee

Worksheet.
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OVERVIEW

Keyser Marston Associates, Inc. (KMA) was engaged by the City of Glendale (City) to prepare

the following studies:

1. An Inclusionary Housing Study that includes evaluations of both production and in-lieu

fee payment options; and

2. A Jobs-Housing Nexus Study that can be used to support the adoption of a Commercial

Impact Fee.

The following report presents the results of the Inclusionary Housing Study, which is focused on

the following:

1. The impacts created by the imposition of affordable housing requirements; and

2. Estimates of the fee amounts that can be supported for projects that are permitted to

pay a fee in lieu of producing affordable housing.

This Overview section describes the basic parameters that guide Inclusionary Housing programs

throughout California.

A. Context

Over 170 jurisdictions in California currently include an Inclusionary Housing program as a

component in their overall affordable housing strategy. While the unifying foundation of these

programs is the objective to attract affordable housing development, the characteristics of

these programs vary widely from jurisdiction-to-jurisdiction.

The City has an existing Inclusionary Housing Ordinance that imposes affordable housing

requirements on residential development in the San Fernando Road Redevelopment Project

Area (Project Area). This requirement was imposed to assist the Glendale Redevelopment

Agency in fulfilling the affordable housing production requirements imposed by California
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Health and Safety Code Section 33413 (Section 33413). Following the 2012 termination of

redevelopment in California, Section 33413 production requirements were no longer imposed

on new development in the Project Area.

Over the past several years the region has rebounded from the global real estate recession, and

as a result rents and sales prices in Glendale have been escalating rapidly. This continues to

intensify the demand for market rate residential development, which has in turn assisted the

City in meeting the Regional Housing Needs Assessment (RHNA) goals for above-moderate

income housing in Glendale. However, as rents and sales prices increase, it becomes

exponentially more difficult to achieve the RHNA goals for very low, low and moderate income

units.

The termination of redevelopment eliminated the most significant financial resource available

to the City to assist in the production of affordable housing. In addition, over the past several

years the amount of Federal funding for affordable housing has steadily decreased. As these

outside affordable housing program resources continue to decline, and as rents and sales prices

continue to escalate, the City has begun exploring the options for modifying the existing

lnclusionary Housing Ordinance to impose the affordable housing requirements on new

residential development throughout Glendale.

B. Key Court Cases and Statutes

It is important to review the key legal cases and State legislation that guide the creation and

implementation of Inclusionary Housing programs. A chronological summary of the relevant

issues follows.

Palmer Case

In 2009, the California Court of Appeal ruled in Palmer/Sixth Street Properties L.P. v. City of Los

Angeles, 175 Cal. App. 4th 1396 (Palmer), that the local affordable housing requirements being

imposed by the City of Los Angeles violated the Costa-Hawkins Rental Housing Act (Costa
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Hawkins). Specifically, Costa-Hawkins allows landlords to set the initial monthly rent for a new

unit, and then to increase the monthly rent to the market level each time a unit is vacated. The

Court found that the imposition of long-term income and affordability restrictions on rental

housing units is a violation of this provision.

It is commonly believed that the Palmer ruling prohibits jurisdictions from requiring developers

to construct affordable rental housing units as a part of their Inclusionary Housing program. In

an effort to comply with Palmer, many jurisdictions eliminated the requirement that market

rate rental housing projects provide affordable rental housing units. Instead, some jurisdictions

replaced affordable housing production models with a linkage or impact fee methodology.

San Jose Case

In 2015, the California Supreme Court ruled in the California Building Industry Association v. City

of San Jose, 61 Cal 4th 435 (San Jose) upheld Inclusionary Housing requirements as reasonably

related to the public health, safety, and welfare if the requirements meet the following criteria:

1. The requirements are not “Confiscatory”; and

2. The requirements do not deprive a property owner of a fair and reasonable return.

The San Jose ruling only applies to ownership residential development. The parameters of the

San Jose case did not include Inclusionary Housing restrictions on rental development.

AB 1505

Assembly Bill (AS) 1505, which is otherwise known as the “Palmer Fix”, was signed into law in

September 2017. AS 1505 amends Section 65850 of the California Government Code, and adds

Section 65850.01. This new legislation provides jurisdictions with the ability to adopt

ordinances that require rental residential projects to include a defined percentage of affordable

housing units.
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Section 65850.01 does not place a cap on the percentage of units that can be subject to income

and affordability restrictions. However, Section 65850.01 (a) gives the California Department of

Housing and Community Development (HCD) the authority to review a rental Inclusionary

Housing ordinance if it requires that more than 15% of the units be restricted to households

earning less than 80% of the area median income (AMI) if one of the following conditions

applies:

1. The jurisdiction has failed to meet at least 75% of its RHNA allocation for above-

moderate income units. This test is measured on a pro-rated basis over the planning

period, which is set at a minimum of five years; or

2. HCD finds that the jurisdiction has not submitted their housing element report for at

least two consecutive years.

Section 65850.01 (b) allows HCD to require a jurisdiction to submit an economic feasibility

study that proves that the inclusionary housing ordinance does not unduly constrain the

production of housing. In all likelihood this Inclusionary Housing Study meets the economic

feasibility study standards defined in Section 65850.01 (b). However, if the City chooses to

impose a greater than 15% affordability requirement and/or deeper affordability standards,

HCD can potentially intervene in the Inclusionary Housing Ordinance adoption process. This

could extend and complicate the approval process.

Section 65850(g) requires jurisdictions to provide options for alternative means of fulfilling the

affordable housing requirement imposed by a rental Inclusionary Housing ordinance. The

options that must be provided to developers include, but are not limited to, off-site

construction of affordable units, payment of a fee in-lieu of producing affordable housing units,

land dedication, and the acquisition and rehabilitation of existing units.
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C. Inclusionary Housing Program Characteristics

Key components of Inclusionary Housing programs are as follows:

1. The vast majority of the California Inclusionary Housing programs impose affordable

housing requirements on a mandatory basis. However,.some programs limit the

requirements to projects that are requesting a General Plan modification, a zone

change, a density bonus, and/or other variances from the jurisdiction’s building code

requirements.

2. In California, the majority of lnclusionary Housing programs include a threshold project

size below which projects are not subject to the affordable housing production

requirements. Common thresholds are five and 10 or fewer units.

3. The income and affordability standards imposed by Inclusionary Housing programs vary

widely throughout California. The majority of programs have established standards in

the range of 10% to 20% of the units in projects that will be subject to the requirements.

However, the following policy variations are commonly found:

a. The threshold standards are varied as a reflection of the depth of the

affordability being provided. For example, some programs allow developers to

select between a 15% moderate income requirement and a 10% low income

requirement.

b. Inclusionary Housing requirements have a disproportionate impact on smaller

projects, because there are fewer market rate units available to spread the

impact created by the income and affordability standards. A sliding scale

requirement can mitigate these impacts.

c. In jurisdictions with disparate real estate and demographic conditions it is

common to impose varying requirements based on defined subareas.
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4. The length of the covenant period imposed on Inclusionary Housing units varies from

jurisdiction-to-jurisdiction. The California Redevelopment Law standard of 45 years for

ownership housing units and 55 years for rental units is commonly used. However, both

shorter and longer covenant periods are imposed throughout Inclusionary Housing

programs in California.

Inclusionary Housing programs focus on the production of affordable housing units by imposing

specific affordable housing requirements on new development. To comply with the findings in

the San Jose case, and the requirements imposed by Sections 65850 and 65850.01, Inclusionary

Housing programs must offer developers a range of options for fulfilling the affordable housing

requirements. The most common options offered to developers are:

1. Construction of a defined percentage of income restricted units within new market rate

residential projects;

2. Construction of a defined percentage of income restricted units in a project located in

an off-site location;

3. Payment of a fee in lieu of producing affordable housing units that will subsequently be

used by the jurisdiction to assist in the development of affordable housing units within

the community;

4. The dedication of land to the jurisdiction that is appropriate for the development of

affordable housing; and

5. The acquisition and rehabilitation of existing units.
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The key advantages associated with providing off-site and in-lieu fee options is that the

affordable housing requirements can be transferred to developers that have experience in

constructing affordable housing projects. This is advantageous for the following reasons:

1. Affordable housing developers have specific expertise in the development and

operation of affordable housing projects.

2. Dedicated affordable housing projects have access to public funding sources that

provide a more cost-efficient way to achieve deeper affordability than can be supported

by an Inclusionary Housing requirement. A representative sample of programs that are

targeted to dedicated affordable housing projects are:

a. The federal and state Low-Income Housing Tax Credits (Tax Credits) offered

under Internal Revenue Code Section 42;

b. State funding sources such as the Affordable Housing and Sustainable

Communities (AHSC) Program; and

c. Funding provided by the Community Development Commission of the County of

Los Angeles.

II. SUPPORTABLE INCLUSIONARY HOUSING REQUIREMENTS

As discussed previously in this study, the San Jose court case provides validation for the

imposition of Inclusionary Housing requirements on ownership housing projects, and Section

65850 and 65850.01 amended the California Government Code to expressly allow Inclusionary

Housing requirements to be imposed on rental housing projects.

It is important to remember that lnclusionary Housing requirements cannot be confiscatory or

deprive an owner of a fair and reasonable return. However, recognizing that the courts have

not defined these terms, the City has some discretion in establishing evaluation parameters.
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It has been KMA’s experience that the following sequence of events occurs when an

Inclusionary Housing program is adopted:

1. Immediately following approval of an lnclusionary Housing program, the financial

impacts created by the imposition of affordable housing requirements are largely borne

by developers that had purchased property prior to the imposition of the requirements.

2. After an Inclusionary Housing program is adopted, developers that have not purchased

land will attempt to bargain for a lower land price that reflects the impacts created by

the Inclusionary Housing requirements.

3. During the initial implementation period for an Inclusionary Housing program, some

property owners are reluctant to accept the fact that the value of their land has

decreased. In turn, they defer selling their property until market demand causes prices

to increase.

4. As is the case with all development requirements, over time land prices will adjust to

reflect the value supported by the market given the restrictions imposed on the

property.

It is likely that the imposition of an Inclusionary Housing program will impact the values

supported by properties that are subject to the requirements. However, the courts have found

that this is permissible as long as the requirement is not confiscatory and the property owner is

not deprived of a fair and reasonable return.

III. METHODOLOGY

The purpose of this study is to evaluate the financial feasibility of imposing Inclusionary Housing

requirements on residential development in Glendale. The financial feasibility analysis is

comprised of the following steps:
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A. Program Foundation

The courts have held that affordable housing is a “public benefit,” and that locally imposed

Inclusionary Housing ordinances are a legitimate means of providing this public benefit. The

courts have tempered this with the requirement that the Inclusionary Housing obligations

cannot be confiscatory, and they cannot deprive an owner of a fair and reasonable return.

A significant number of California Inclusionary Housing programs have been based on a

projected land cost reduction in the 30% range. This KMA study is focused on identifying

income and affordability standards that would fall within that parameter.

B. Financial Impacts

In general terms, the financial impact associated with fulfilling Inclusionary Housing

requirements within market rate projects is equal to the difference between the achievable

market rate sales prices or rents and the allowable sales prices or rents for the Inclusionary

Housing units. This is known as the “Affordability Gap.”

KMA prepared financial analyses to assist in creating recommended Inclusionary Housing

requirements that balance the interests of property owners and developers against the public

benefit created by the production of income restricted units. The financial analyses identify the

following:

1. The range of Inclusionary Housing production requirements that can be supported; and

2. The range of in-lieu fees that can be supported.

C. Financial Feasibility Analysis Organization

The financial feasibility analyses are organized as follows:
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~gp Study

1. Creation of residential prototypes that are representative of new market rate

development in Glendale.

2. A survey of representative projects to estimate the achievable market rate sales

prices and rents for the prototype units.

3. Estimation of the Affordable Sales Prices and Affordable Rents.

4. Projections of the percentage of units that could be designated as Inclusionary

Housing units on a financially feasible basis.

5. Projection of the in-lieu fees per square foot of gross building area (GBA) that

could be supported under the following methodologies:

a. Pro forma analyses are used to estimate the in-lieu fee amounts that could

be supported if the financial impact is limited to amounts that result in a

reduction in the land cost that would not be confiscatory or deprive the

property owner of a fair and reasonable return.

b. Affordability gap analyses are used to estimate the in-lieu fee amounts that

would be required to be imposed to generate sufficient revenue to attract

the defined percentage of Inclusionary Housing units.

The financial feasibility analyses are supported by the following Attachments and Appendices:

Attachment 1 Ownership Development

Appendix A Condominium Analyses

Appendix B Backup Tables
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Attachment 2 Rental Development

Appendix A Pro Forma Analyses: Low Density Base Case

Appendix B Pro Forma Analyses: Low Density: 35% Density Bonus

Appendix C Pro Forma Analyses: High Density: 100 Units PerAcre

Appendix D Backup Tables

IV. OWNERSHIP HOUSING ANALYSES

A. Condominium Prototype

The key characteristics of the condominium prototype used in the financial feasibility analyses

are summarized in the following table:

Table I-i Condominium Prototype

Site Area (Square Feet) 43,560

Total Number of Units 35

Density (Units Per Acre) 35

Unit Mix

One-Bedroom Units 20%

Two-Bedroom Units 54%

Three-Bedroom Units 26%

Average Unit Sizes (Sq Ft)

One-Bedroom Units 829

Two-Bedroom Units 1,165

Three-Bedroom Units 1,580

Parking

Parking Spaces Per Unit 2.4

Parking Type Above-Ground
Podium
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B. Projected Market Rate Sales Prices

It is important to note that the prototype analysis is intended to reflect average or typical

ownership residential projects rather than any specific project. It should be expected that

specific projects would vary to some degree from the prototype.

To assist in projecting the achievable market rate sales prices, KMA compiled data for

condominiums sold in Glendale between March and June 2018 (Attachment 1— Appendix B —

Exhibit I). Based on the results of the survey, and the inclusion of a premium for new

construction, the market rate sales prices used in the KMA analysis are presented in the

following table:

Table 1-2 Projected Market Rate Sales Prices —

Ownership Housing

Average Price Per Unit

One-Bedroom Units $617,600

Two-Bedroom Units $679,200

Three-Bedroom Units $828,800

Average Price Per Square Foot of GBA $586

C. Affordable Sales Price Calculations

The Affordable Sales Prices calculations are presented in Attachment 1— Appendix B — Exhibit II.

The calculations are based on the following assumptions:

1. The household income information used in the calculations is based on 2018 income

statistics for Los Angeles County as a whole:

a. The household incomes for low income households are produced annually by

HUD. This information is distributed by HCD.
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b. The household incomes for moderate income households are produced and

distributed annually by HCD.

2. The Affordable Sales Price estimates are based on the calculation methodology imposed

by California Health and Safety Code Section 50052.5 (H&SC Section 50052.5). The

calculations include the elements described in the following sections of this report.

Household Size

The household incomes applied in the Affordable Sales Price calculations are set at the number

of bedrooms in the home plus one. For example, the imputed household size for a three-

bedroom home is four persons. H&SC Section 50052.5 refers to this as “the household size

appropriate for the unit.” However, this is not meant to be an occupancy cap; it is simply a

benchmark used to create a consistent methodology for calculating the Affordable Sales Price.

Household Income

H&SC Section 50052.5 uses the following household income levels to calculate the Affordable

Sales Prices:

1. Moderate Income: 110% of AMI for a household size equal to the number of bedrooms

in the home plus one.

2. Low Income: 70% of AMI for a household size equal to the number of bedrooms in the

home plus one.

In come Allocated to Housing-Related Expenses

H&SC Section 50052.5 allocates the following amount of the applicable household income to

housing-related expenses:

1. Moderate Income: The standard is set at 35% of the benchmark household income.
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2. Low Income: The standard is set at 30% of the benchmark household income.

Housing-Related Expenses

Based on research undertaken by KMA, the variable housing related expenses are estimated

using the following assumptions:

Table 1-3 Housing Related Expenses — Ownership Housing

Monthly Monthly HOA,
Utilities Insurance & Property Taxes

Allowances 1 Maintenance as a % of ASP 2

One-Bedroom Units $82 $285 1.1%

Two-Bedroom Units $106 $350 1.1%

Three-Bedroom Units $179 $380 1.1%

Supportable Mortgage Amount

The mortgage amounts used in the Affordable Sales Price calculations are estimated using the

income available after the other housing-related expenses are paid. The mortgage terms used

in this study were based on a 30-year fully amortizing loan at a 4.93% interest rate. This reflects

a 15-year average of published mortgage interest rates. ~

Benchmark Down Payment

KMA set the benchmark down payment at 5% of the Affordable Sales Price. A down payment of

this magnitude is commonly allowed by affordable housing programs.

‘The utilities allowances are based on the assumption that the home owners utilities costs are comprised of gas
heating, cooking and water heating; basic electric; air conditioning; water; and trash services. The allowances are
based on the Glendale P1-IA schedule effective March 1, 2018.
2 = Affordable Sales Price.

Based on the Freddie Mac Primary Mortgage Market Survey weekly average rates for 30-year fixed rate
mortgages during the period from 2003 through 2017.
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Affordable Sales Prices

The Affordable Sales Price estimates are presented in the following table:

Table 1-4 Affordable Sales Price Estimates—Ownership Housing

Moderate
Income Low Income

One-Bedroom Units $236,400 $101,100

Two-Bedroom Units $258,600 $106,400

Three-Bedroom Units $278,600 $109,500

D. Inclusionary Housing Production Analyses: Ownership Housing

To assist in establishing the Inclusionary Housing production requirements that can be

supported, KMA prepared the following pro forma analyses for the prototype project:

1. A 100% market rate alternative;

2. An alternative that includes a moderate income component; and

3. An alternative that includes a low income component.

E. Pro Forma Analyses

Market Rate Development Alternatives — Ownership Housing

The 100% market rate alternative provides a baseline against which to measure the impacts

associated with affordable housing requirements. The pro forma analysis for the 100% market

rate alternative is presented in Attachment 1— Appendix A — Exhibit I, and the tables are

organized as follows:
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Base Case: 100% Market Rate Alternative

Ownership Housing

Table 1: Estimated Development Costs

Table 2: Projected Net Sales Revenue

Table 3: Projected Developer Profit

The analysis of the 100% market rate alternative results in an estimated developer profit of

11.8%. This profit percentage is used as the threshold profit in the analyses of the moderate

and low income alternatives. The financial gaps generated by these alternatives represent the

impact created by the Inclusionary Housing requirements.

Supportable Inclusionary Housing Production Requirements — Ownership Housing

As discussed previously, the KMA study is calibrated to establish Inclusionary Housing

requirements that generate a financial impact equal to a +1- 30% reduction in land cost. The

moderate and low income pro forma analyses are organized as follows:

Moderate and Low Income Alternatives

Ownership Housing

Table 1: Estimated Development Costs

Table 2: Projected Net Sales Revenue

Table 3: Supportable Inclusionary Housing Production Requirements

The results of the KMA land cost reduction analyses are presented in Attachment 1—Appendix

A — Exhibits II and Ill. Based on the results of the land cost reduction analyses, KMA estimated

the supportable percentage of Inclusionary Housing units in ownership housing projects as

follows:
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Table 1-5 Supportable Inclusionary Housing Percentages —

Ownership Housing

Moderate Income 11.4%

Low Income 8.6%

F. In-Lieu Fee Analyses: Ownership Housing

KMA estimated the supportable in-lieu fee amounts for ownership housing projects under the

two different methodologies. These analyses effectively establish the range of in-lieu fees that

could be assessed:

1. The first approach is based on establishing in-lieu fee amounts that generate a financial

impact equal to a ~/- 30% reduction in land cost. In this approach the in-lieu fee is

treated as a development cost and no Inclusionary Housing production requirement is

imposed on the project.

2. The second approach is based on the Affordability Gaps associated with the on-site

development of Inclusionary Housing units within market rate ownership housing

projects.

Land Cost Reduction Approach — Ownership Housing

Pro forma analyses were prepared to test the land cost reduction created by the imposition of

in-lieu fee payment requirements (Attachment 1— Appendix A — Exhibit IV). Based on this

analysis, KMA estimates the supportable in-lieu fees for ownership housing projects at $26.30

per square foot of GBA.

Affordability Gap Approach — Ownership Housing

The financial impact associated with fulfilling the Inclusionary Housing requirements within

market rate ownership housing projects is equal to the Affordability Gaps associated with the

income restricted units. The financial feasibility analysis presented in the preceding section
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identified supportable Inclusionary Housing set asides of 11.4% if a moderate income

requirement is imposed and 8.6% with a low income requirement. KMA prepared Affordability

Gap analyses for both the moderate and low income alternatives.

As shown in Attachment 1—Appendix A — Exhibit V, the weighted average Affordability Gaps,

and resulting in-lieu fees are as follows:

Table 1-6 In-Lieu Fee Analysis — Affordability Gap Approach

Ownership Housing

Moderate
Affordability Gaps Income Low Income

Per Income Restricted Unit $446,000 $599,200

Per Square Foot of GBA $42.20 $56.70

V. RENTAL APARTMENT ANALYSES

A. Rental Apartment Prototypes

A variety of tools are available to reduce the financial impact associated with the imposition of

income and affordability restrictions on rental apartment projects. For 100% affordable housing

projects, Tax Credit financing is commonly used to fill the financial gap. For mixed-income

projects, the California Government Code Sections 65915 - 65918 (Section 65915) density

bonus is often used.

In July 2013, the First District Court of Appeal held that jurisdictions must agree to apply

Inclusionary Housing units toward the fulfillment of the affordable unit requirements imposed

by the Section 65915 density bonus.4 A developer can request a Section 65915 density bonus

for a project as long as the affordable units meet the more restrictive of the jurisdiction’s

Inclusionary Housing requirements and the requirements imposed by Section 65915.

~ Latinos Unidos del Voile de Napa y Solano v. County of Nopa, 217 Cal. App. 4th 1160 (Napa).
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The Section 65915 density bonus can act to materially reduce the financial impacts created by

Inclusionary Housing requirements. For that reason, jurisdictions that impose Inclusionary

Housing requirements should recognize the likelihood that many developers will request

Section 65915 density bonuses.

The rental apartment prototypes used in this analysis were created based on the results of the

KMA market surveys, and a review of projects that have recently been constructed in Glendale.

The KMA market surveys were also used to estimate the achievable market rate rents for the

prototype units in the two subareas.

The KMA market survey indicated that the typical densities of rental apartment projects being

constructed in downtown Glendale are significantly higher than the typical rental apartment

densities in other parts of the city. In recognition of this difference, KMA prepared pro forma

analyses for the following prototype projects:

Table Il-i Rental Apartment Prototypes

Low Density Alternatives

35% Density High Density
Base Case Bonus Alternative

Site Area (Square Feet) 43,560 43,560 43,560

Total Number of Units 35 48 100
Density (Units Per Acre) 35 48 100

Unit Mix

Studio Units 6 9 18

One-Bedroom Units 15 21 43

Two-Bedroom Units 11 14 30

Three-Bedroom Units 3 4 9
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Table Il-i Rental Apartment Prototypes

Low Density Alternatives

35% Density High Density
Base Case Bonus Alternative

Average Unit Sizes (Sq EU

Studio Units 693 693 693

One-Bedroom Units 818 818 818

Two-Bedroom Units 1,178 1,178 1,178

Three-Bedroom Units 1,363 1,363 1,363

Parking

Parking Spaces Per Unit 2.3 1.4 1.4~

Parking Type Podium Podium Podium

B. Projected Market Rents

In the June 2018, KMA surveyed rental apartment projects in Glendale that received four or

more stars in the Costar quality ranking system (Attachment 2— Appendix D — Exhibit I). The

purpose of this survey was to derive estimates of the currently achievable market rents for the

types of projects likely to be constructed in Glendale. However, the characteristics of actual

projects will vary to some degree from the prototypes.

The market rate monthly rent estimates that are used in this study are presented in the

following table.

51n general, the rental apartment development in downtown Glendale appears to be at financially efficient
densities. The primary reasons a developer would request a Section 65915 density bonus is to receive thejeduced
parking standards and the incentives/concessions offered by Section 65915.
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Table 11-2 Projected Monthly Market Rate Rents— Rental Apartments

Low Density High Density
Alternatives Alternative

Average Monthly Rent Per Unit

Studio Units $2,460 $2,938

One-Bedroom Units $2,622 $3,014

Two-Bedroom Units $3,377 $3,851

Three-Bedroom Units $3,957 $4.319

Average Monthly Rent Per Square Foot of GBA $3.08 $3.54

C. Affordable Rent Calculations

For the purposes of this study, the maximum Affordable Rents for the income restricted units

were calculated based on the standards imposed by California Health and Safety Code Section

50053 (H&SC 50053). The calculations are presented in Attachment 2— Appendix D — Exhibit II —

Table 1, and the assumptions and results can be summarized as follows:

1. The household income information used in the calculations is based on 2018 income

statistics for Los Angeles County as a whole. The househ?ld incomes are published

annually by HUD, and are distributed by HCD.

2. The household size appropriate for the unit is based on the H&SC Section 50052.5

standard of the number of bedrooms in the home plus one. As was the case in the

Affordable Sales Price calculations, this is a benchmark, not an occupancy cap.

3. The household income is set at 60% of AMI for low income households and 50% of AMI

for very low income households.

4. Thirty percent (30%) of defined household income is allocated to housing-related

expenses.
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5. KMA’s calculations are based on the assumption that the tenants will be required to pay

for gas heating, cooking and water heating; and basic electric services. The March 1,

2018 Glendale PHA utilities allowances were applied to this analysis.

The resulting Affordable Rents are presented in the following table:

Studio Units

Maximum Monthly Housing Cost

(Less) Monthly Utility Allowance

Affordable Rent

One-Bedroom Units

Maximum Monthly Housing Cost

(Less) Monthly Utility Allowance

Affordable Rent

Two-Bedroom Units

Maximum Monthly Housing Cost

(Less) Monthly Utility Allowance

Affordable Rent

Three-Bedroom Units

Maximum Monthly Housing Cost

(Less) Monthly Utility Allowance

Affordable Rent

Keyser Marston Associates, inc.
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Table 11-3 Affordable Rent Calculations — Rental Apartments

Very Low
Low Income Income

$728 $606

(42) (42)

$686 $564

$832 $693

(61) (61)

$771 $632

$935 $779

(84) (84)

$851 $695

$1,040 $866

(156) (156)

$884 $710
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IX Inclusionary Housing Production Analyses: Rental Apartments

To assist in establishing the Inclusionary Housing production requirements that can be

supported, KMA prepared the following pro forma analyses for the prototype projects:

Low Density Alternatives

Base Zoning Alternatives:

1. A 100% market rate alternative is evaluated to provide an estimate of the developer

return to be used in the various affordable housing alternatives.

2. An alternative is analyzed that includes a 15% Inclusionary Housing requirement

targeted to low income households.

3. An alternative is analyzed that includes an Inclusionary Housing requirement that meets

the financial feasibility thresholds identified previously in this analysis.

Section 65915 Density Bonus Alternatives:

1. The development costs are estimated for the density bonus alternative assuming no

affordable units are provided. This is provided to allow for a cost comparison between

the Base Zoning Alternative and a project that maximizes the use of the Section 65915

density bonus.

2. An alternative is analyzed in which 15% of the total units, which equates to 20% of the

units allowed by the base zoning, are subject to income and affordability requirements.

The affordability mix is as follows:

a. 11% of the units allowed by the base zoning are set aside for very low income

households in order to achieve the maximize 35% density bonus provided by

Section 65915; and
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b. 9% of the units allowed by the base zoning are set aside for low income

households.

3. An alternative is analyzed that includes an Inclusionary Housing requirement that meets

the financial feasibility thresholds identified previously in this analysis. In this alternative

the affordability mix is:

a. 11% of the units allowed by the base zoning are set aside for very low income

households in order to achieve a 35% density bonus; and

b. Using the financial feasibility test described in this analysis, the supportable

percentage of low income units is determined.

High Density Alternative ~

1. A 100% market rate alternative is evaluated to provide an estimate of the developer

return to be used in the various affordable housing alternatives.

2. An alternative is analyzed that includes a 15% Inclusionary Housing requirement

targeted to low income households.

3. An alternative is analyzed that includes an Inclusionary Housing requirement that meets

the financial feasibility standards identified previously in this analysis.

E. Pro Forma Analyses

Market Rate Development Alternatives — RentalApartments

The 100% market rate alternatives provide a baseline against which to measure the impacts

associated with affordable housing requirements. The purpose of the 100% market rate

~ High Density Alternative is based on the assumption that a density bonus application is submitted in order to

use the parking relief provided by Section 65915.
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alternatives are to estimate the developer’s stabilized return on total investment for a project

that is not encumbered by income and affordability restrictions.

The market rate development alternatives are presented in the following Appendices:

1. The Low Density Alternative is presented in Attachment 2— Appendix A — Exhibit I.

2. The High Density Alternative is presented in Attachment 2— Appendix C — Exhibit I.

The pro forma analyses for the 100% market rate alternatives are organized as follows:

Base Case 100% Market Rate Alternatives

Rental Apartments

Table 1: Estimated Development Costs

Table 2: Estimated Stabilized Net Operating Income

Table 3: Estimated Developer Return

The estimated stabilized developer returns on total investment derived from the 100% market

rate alternatives are presented in the following table:

Table 11-4 Stabilized Developer Return

Market Rate Alternatives

Low Density Alternative 4.9%

High Density Alternative 5.9%

Supportable Inclusionary Housing Production Requirements

The pro forma analyses for the Inclusionary Housing Production analyses are organized as

follows:
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Inclusionary Housing Production Alternatives

Rental Apartments

Table 1: Estimated Development Costs

Table 2: Stabilized Net Operating Income

Table 3: Inclusionary Housing Impacts

Base Zoning Alternatives

The results of the KMA pro forma analyses for the Base Zoning Alternatives are detailed in the

following Appendices:

1. The Low Density Alternatives are presented in Attachment 2—Appendix A — Exhibits II

and III.

2. The High Density Alternatives are presented in Attachment 2— Appendix C — Exhibits II

and Ill.

The results of the analyses are summarized in the following table:

Table 11-5 Base Zoning Inclusionary Housing Production Analysis

Rental Apartments

Low Density High Density
Alternative Alternative

15% Inclusionary Housing Alternative

Affordable Units as a % of Base & Total Units 15.0% 15.0%

Percentage Decrease in Supportable Land Cost 34% 47%

Feasible Inclusionary Housing % Alternative Z

Affordable Units as a % of Base & Total Units 11.4% 10.0%

Percentage Decrease in Supportable Land Cost 26% 31%

As discussed previously, the KMA financial feasibility analyses target a financial impact equal to a -i-/- 30%
reduction in land cost.

Keyser Marston Associates, Inc. Page 26
1807025.GLN August27, 2018



Density Bonus Alternative

For the Low Density Alternative, KMA evaluated the supportable Inclusionary Housing

requirements based on the assumption that a developer could use the Section 65915 density

bonus to mitigate the financial impact created by lnclusionary Housing requirements.8 The

Section 65915 density bonus allows developers to receive up to a 35% density bonus in return

for including units subject to long-term income and affordability controls in market rate

projects.

The Section 65915 affordability restrictions are calculated based on the number of units

allowed by a site’s base zoning. The most financially efficient way to obtain a 35% density bonus

is to set aside 11% of the base zoning units for very low income households.

Based on the findings in the Napa case, jurisdictions cannot impose Inclusionary Housing

requirements on the additional units a developer receives by invoking the Section 65915

density bonus. Thus, the lnclusionary Housing production requirement must be calculated

against the number of units permitted under the property’s base zoning standards. However, a

jurisdiction can impose a higher percentage requirement on the base zoning units than is

applied under Section 65915.

The Density Bonus Alternatives are detailed in Attachment 2—Appendix B— Exhibits II and Ill,

and the results are summarized in the following table:

KMA did not prepare a density bonus analysis for the High Density Alternative, because density is already
maximized under the Base Zoning Alternative. However, the High Density Alternative assumes that the developer
submits a density bonus application in order to use the parking standards relief provided by Section 65915.
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Table Il-B Density Bonus Analysis—

Inclusionary Housing Production Analysis — Rental Apartments

Low Density
Alternative

15% lnclusionarv Housing Alternative

Affordable Units as a % of Total Units 15%

Affordable Units as a % of Base Zoning Units 20%

Percentage Decrease in Supportable Land Cost 16%

Feasible Inclusionary Housing % Alternative

Affordable Units as a % of Total Units 18.8%

Affordable Units as a % of Base Zoning Units 25.7%

Percentage Decrease in Supportable Land Cost 26%

Based on the results of the Inclusionary Housing production analysis for rental apartments, it is

KMA’s conclusion that the following Inclusionary Housing set-aside requirements could be

imposed on a financially feasible basis:

Table 11-7: Supportable Inclusionary Percentages —

As a Percentage of the Base Zoning

Rental Apartments

low Density Alternative 25.7%

High Density Alternative 10.0%

F. In-Lieu Fee Analyses: Rental Apartments

KMA estimated the supportable in-lieu fee amounts for rental apartment projects under two

methodologies. These analyses establish the range of in-lieu fees that could be assessed:
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1. The first approach is based on establishing in-lieu fee amounts that generate a financial

impact equal to a ~1- 30% reduction in land cost. In this approach the in-lieu fee is

treated as a development cost, and no Inclusionary Housing production requirement is

imposed on the project.

2. The second approach is based on the Affordability Gaps associated with the on-site

development of Inclusionary Housing units within market rate rental apartment

projects.

Land Cost Reduction Approach — RentalApartments

KMA prepared pro forma analyses to test the land cost reduction created by the imposition of

in-lieu fee payment requirements. These analyses are detailed in the following Appendices:

1. The Low Density Alternative is presented in Attachment 2— Appendix A — Exhibit Ill.

2. The High Density Alternative is presented in Attachment 2— Appendix C — Exhibit Ill.

Based on these pro forma analyses, KMA estimates the supportable in-lieu fees for rental

apartments as follows:

Table Il-S In-Lieu Fees Per Square Foot of GBA —

Land Cost Reduction Approach

Rental Apartments

Low Density Alternative $42.30

High Density Alternative $38.90
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Affordability Gap Approach — Rental Apartments

The Affordability Gap approach analysis is based on the assumption that 15% of the total units

in a market rate ownership housing project would be subject to Inclusionary Housing

requirements at the low income level. This reflects the threshold before which Section 65850.1

(b) allows HCD to intervene in the adoption process for an Inclusionary Housing program.

The Affordability Gaps for rental apartments are estimated in Attachment 2 - Appendix D —

Exhibit II using the following methodology:

1. The differences between the estimated achievable market rate monthly rents and the

defined Affordable Rents are calculated for studio, one-bedroom, two-bedroom and

three-bedroom units.

2. KMA assumed that the property taxes for projects that include designated affordable

housing units would be based on a lower assessed value due to the reduction in net

operating income that would be generated by the project. KMA deducted this lower

property tax expense from the estimated rent difference.

3. The estimated annual Affordability Gap is equal to the net rent difference minus the

property tax savings.

4. The total Affordability Gaps are estimated by capitalizing the annual Affordability Gaps

at the threshold returns derived from the pro forma analyses for the market rate

alternatives. The results of these calculations are defined as the net Affordability Gaps.

5. The net Affordability Gaps are translated into the legally supportable in-lieu fees per

affordable unit and per square foot of GBA.

The results of the Affordability Gap approach analysis are summarized in the following table:
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Table 11-9 In-Lieu Fees - Affordability Gap Approach

Rental Apartments

Low Density High Density
In-Lieu Fee Alternative Alternative

Per Affordable Unit $403,800 $408,800

Per Square Foot of GBA $55.00 $59.10

The following table provides a summary of the in-lieu fees supported under the two approaches

that were analyzed by KMA:

Table 11-10 Supportable In-Lieu Fees Per Square Foot of GBA

Rental Apartments

Low Density High Density
In-Lieu Fee Alternative Alternative

Land Cost Reduction Approach $42.30 $38.90

Affordability Gap Approach $55.00 $59.10

VI. RECOMMENDATIONS

A. Threshold Project Size -

The majority of Inclusionary Housing programs in California include a threshold project size

below which projects are not subject to the affordable housing production requirements.

Common thresholds fall between three and 10 units.

KMA recommends that the City set tl~e threshold project size at five units. This represents the

minimum project size that qualifies for the use of the Section 65915 density bonus.
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B. Income and Affordability Standards

An Inclusionary Housing program’s income and affordability standards should beset at levels

that do not constrain residential development. Based on the results of the feasibility

evaluations included in this Inclusionary Housing Study, KMA determined that the following

Inclusionary Housing requirements can be supported.

Table Ill-i Supportable Inclusionary Housing Production Requirements

Ownership Rental
Housing Apartments

Supportable Inclusionary Requirement as
a Percentage of the Base Zoning Units

Moderate Income Units 11.4% N/A

Low Income Units 8.6% 10.0% - 18.9%

Ownership Housing

The Inclusionary Housing standards for ownership housing projects are generally set at the

moderate income level. This is done as a reflection of the fact that moderate income

households are likely to have more discretionary income to devote to the ongoing costs

associated with home ownership than that of lower income households.

KMA recommends that the City limit the Inclusionary Housing requirement to moderate income

households. Based on the feasibility evaluation, KMA recommends that the requirement be set

at 11% of the ownership units being developed under a site’s base zoning restrictions.

Developers of ownership housing projects that plan to use the Section 65915 density bonus

may wish to use very low or low income units to fulfill both the density bonus and City

Inclusionary Housing obligations. KMA recommends that developers only be allowed to

exercise one of those options if the income restricted units are rented rather than sold. The sale

of income restricted ownership units should be limited to moderate income households.
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Rental Apartments

The City has currently fulfilled the above moderate income RHNA goal and the Housing Element

annual update standards identified in Section 65850.01 (a). As such, HCD does not have the

explicit authority to review the Inclusionary Housing requirements if the City chooses to set a

more stringent standard than 15% of the units at 80% of AMI.

The KMA feasibility analysis identified supportable Inclusionary Housing requirements ranging

from 10.0% to 18.9%. For the following reasons, KMA recommends that the Inclusionary

Housing requirement be set at 15% of the units allowed by the base zoning and an income

standard at 80% of AMI:

1. There is significant potential for developers to utilize the Section 65915 density bonus.

This supports an Inclusionary Housing requirement at the higher end of the range.

2. Applying the standards identified in Section 65850.01 (a) limits the potential for

challenges based on claims that the Inclusionary Housing requirement acts a Housing

Element constraint on development.

Developers should be allowed to fulfill the defined rental Inclusionary Housing obligations at

stricter income and affordability standards than those that will be applied to the City’s

Inclusionary Housing program. For example, developers that wish to use the Section 65915

density bonus may voluntarily choose to set units aside for very low income households. Those

units should count towards the fulfillment of the City’s low income Inclusionary Housing

requirements.

C. Covenant Periods

KMA recommends that the covenant periods for the Inclusionary Housing units be set at 45

years for ownership housing units and 55 years for rental apartment units.
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D. Options for Fulfilling Inclusionary Housing Obligations

Production of inclusionary Housing Units

KMA recommends that the following parameters be applied to the production of the

lnclusionary Housing units on site within a market rate project:

1. The Inclusionary Housing units should be dispersed throughout the project.

2. It is a City staff objective that the Inclusionary Housing units be required to be

comparable to the market rate units in terms of square footage, number of bedrooms,

and exterior and interior improvements.

3. Developers should be provided the option to deviate from the comparability

requirements if a larger Inclusionary Housing percentage obligation is applied.

Specifically, developers should be allowed to make the Inclusionary Housing units

smaller than the market rate units if the following obligations are applied:

a. The Inclusionary Housing obligation for ownership housing projects should be set

at 15%; and

b. The Inclusionary Housing obligation for rental apartment projects should be set

at 20%.

Developers should be allowed to fulfill the Inclusionary Housing obligation in an off-site location

under the following conditions:

1. The off-site location should be within 1/2 mile of the market rate project that is subject to

the Inclusionary Housing obligation.

2. Irrespective of the tenure of the market rate project, the Inclusionary Housing

obligations should be set as follows:
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KMA recommends that the following options be provided at the discretion of the City Council

for both ownership housing and rental apartment projects:

1. Land dedications should be allowed if the following requirements are met:

a. The site has General Plan and zoning designations in place that allow for the

development of the requisite number of affordable housing units; and

b. The developer makes a cash contribution equal to the financial gap exhibited by

the project after factoring in the donation of the site at no cost.

2. The acquisition and rehabilitation of existing residential projects should only be allowed

under the following circumstances:

a. The existing units in the project must have been cited for substantial building

code violations;

b. All of the units must have been vacant for at least 90 days;

c. The direct rehabilitation costs must exceed 25% of the market value of the units

after the rehabilitation is completed;’° and

d. The rents charged for the Inclusionary Housing units that are included in the

project must be at least 10% lower than the achievable market rents for the

units.

E. Recommended Program Design

The City should include the following key components in the design of an Inclusionary Housing

program:

10 Based on the California Health and Safety Code Section 33413(2)(A)(iv) definition of substantial rehabilitation.
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1. The most successful Inclusionary Housing programs are based on a clear set of

administrative procedures. Consistent application of clear guidelines allows developers

to factor in the programs’ impacts as part of the due diligence process related to

property acquisition:

a. An administrative procedures manual should be created and updated

periodically to reflect changes in economic and demographic characteristics that

occur over time.

b. The Inclusionary Housing program should be updated at regular intervals:

The entire program should be re-evaluated at least every five years.

H. To allow in-lieu fees to keep pace with changes in the market place

during the intervening periods, the in-lieu fees should be adjusted each

year based on a readily accessible and neutral third-party published

source.

2. A staffing plan should be created for managing the development process and the

ongoing monitoring of the Inclusionary Housing units once they are built.
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a. The off-site project should be comprised solely of rental apartments;

b. The Inclusionary Housing requirement should beset at 15% of the units being

developed in the market rate project; and

c. The developer should be required to fulfill this Inclusionary Housing obligation

with low income rental units.9

3. Specific scope, design, building quality and maintenance standards should be imposed

by the City. It is not necessary for these standards to mirror the characteristics of the

market rate project. Instead, standards should be established that fulfill the needs of

targeted population base.

In-Lieu Fee Payment Option

Based on the results of the financial analyses included in this Inclusionary Housing Study, KMA

concluded that the following in-lieu payment amounts can be supported:

Table 111-2 Supportable In-Lieu Fee Payments

Ownership Rental
Housing Apartments

In-Lieu Fee Per Square Foot of GSA

Land Cost Reduction Approach $26.30 $38.90 -$42.30

Affordability Gap Approach $42.20 $55.00 -$59.10

The City can allow in-lieu fees to be paid at a developer’s discretion, or the City can establish

objective criteria under which in-lieu fee payments are allowed. To assist the City in making

these determinations, KMA offers the following recommendations:

Developers that are using the Section 65915 density bonus should be allowed to count very low income rental
units towards the low income rental apartments Inclusionary Housing obligation.
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1. Inclusionary Housing requirements have a disproportionate impact on smaller projects,

because there are fewer market rate units available to spread the impact created by the

income and affordability standards. KMA recommends that an in-lieu fee payment be

allowed by right for projects with between five and 20 units.

2. An in-lieu fee payment should be allowed for any fractional unit requirement.

3. For the following reasons, KMA recommends that the developers of ownership housing

project be allowed to pay an in-lieu fee by right:

a. Each Inclusionary Housing unit is individually owned. There is no centralized

management to ensure that the homes are maintained appropriately over time.

b. The resale price for an Inclusionary Housing unit is based largely on the

percentage change in the AM I. This severely limits the opportunity for the home

owner to receive appreciation from the resale of an Inclusionary Housing unit.

c. The ongoing administrative and monitoring required to ensure compliance with

the occupancy requirements and resale controls is labor intensive.

4. For the following reasons, KMA recommends that rental apartment projects, with more

than 20 units, should be required to produce the requisite number of Inclusionary

Housing units:

a. Rental apartment projects are owned by a single entity that can be monitored

relatively easily for compliance with the Inclusionary Housing requirements.

b. A large percentage of rental apartment projects can make use of the Section

65915 density bonus. This can mitigate the financial impact of Inclusionary

Housing requirements.

c. An off-site rental apartment project can potentially make use of outside financial

assistance sources such as Low Income Housing Tax Credits.
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d. Tenants do not have an ownership stake in the project. When a tenant vacates

an Inclusionary Housing unit, the apartment is simply re-rented to another low

income tenant.

KMA recommends that the in-lieu fees be set as follows:

Table 111-2 Recommended In-Lieu Fee Payments

Per Square Foot of GBA

Ownership Rental
Housing Apartments

Number of Units

5 $10.57 $22.11

6 $11.52 $24.09

7 $12.63 $26.40

8 $13.73 $28.71

9 $14.68 $30.69

10 $15.78 $33.00

11-15 $21.04 $44.00

16-20 $23.67 $49.50

21+ $26.30 $55.00

Other Inclusionary Housing Fulfillment Options

As discussed previously, Section 65850(g) requires the City to offer several defined options for

fulfilling the Inclusionary Housing requirements for rental apartments. The production options

and in-lieu fee recommendations were previously identified. The remaining options are land

dedications and the acquisition and rehabilitation of existing units.
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2. The acquisition and rehabilitation of existing residential projects should only be allowed

under the following circumstances:

a. The existing units in the project must have been cited for substantial building

code violations;

b. All of the units must have been vacant for at least 90 days;

c. The direct rehabilitation costs must exceed 25% of the market value of the units

after the rehabilitation is completed;1° and

d. The rents charged for the Inclusionary Housing units that are included in the

project must be at least 10% lower than the achievable market rents for the

units.

E. Recommended Program Design

The City should include the following key components in the design of an Inclusionary Housing

program:

1. The most successful Inclusionary Housing programs are based on a clear set of

administrative procedures. Consistent application of clear guidelines allows developers

to factor in the programs’ impacts as part of the due diligence process related to

property acquisition:

a. An administrative procedures manual should be created and updated

periodically to reflect changes in economic and demographic characteristics that

occur over time.

b. The Inclusionary Housing program should be updated at regular intervals:

10 Based on the California Health and safety code Section 33413(2flA)(iv) definition of substantial rehabilitation.
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The entire program should be re-evaluated at least every five years.

ii. To allow in-lieu fees to keep pace with changes in the market place

during the intervening periods, the in-lieu fees should be adjusted each

year based on a readily accessible and neutral third-party published

source.

2. A staffing plan should be created for managing the development process and the

ongoing monitoring of the Inclusionary Housing units once they are built.
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EXHIBIT 3

~1!J
KEYSER MARSTON ASSOCIATES
ADVISORS IN PUBLIC/PRIVATE REAl. ESTATE DEVELOrMENT

MEMORANDUM

A~vIs1c~RsTN: To: Mike Fortney, Principal Housing Project Manager

Affordable Housing
Economic Development City of Glendale

BERKELEY
A. Jerry Keyser From: Kathleen Head

Timothy C. Kelly
Debbie M. Kern Tim Bretz
David Doezema

LOSANGELES Date: August 22, 2018
Kathleen H. Head

James A. Rabe
Gregory D. Soo-Hoo

Kevin E. Engstrom Subject: Commercial Impact Fee Analysis: Policy Discussion
Juhe L. Romey

SAN DIEGO
Paul C. Marra

At your request, Keyser Marston Associates, Inc. (KMA) prepared a summary of the
Commercial Impact Fee analysis performed to date. This summary is intended to assist
the City of Glendale (City) in evaluating the policy implications for establishing a
Commercial Impact Fee Program. If the City wishes to move forward with a Commercial
Impact Fee Program, KMA will prepare a technical nexus analysis report that complies
with the “Mitigation Fee Act”.1

BACKGROUND

A Commercial Impact Fee is an Impact Fee that is subject to the requirements imposed
by the Mitigation Fee Act. This means that the Commercial Impact Fee must be directly
tied to the increased need for affordable housing that is created by the development of
new commercial uses in a community. The fundamental concept is that the
development of new commercial uses will generate new employment, and that a
percentage of the new employees will create an increased demand for affordable
housing units.

‘The Mitigation Fee Act is codified in California Government Code §66000 et seq.

500 SOUTH GRAND AVENUE, SUITE 1480 LOS ANGELES, CALIFORNIA 90071 ~‘ PHONE 213.622.8095
1808012:GLN:TRB
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The purpose of a Commercial Impact Fee is to apportion the financial responsibility for a
part of the increased need for affordable housing to the commercial uses that create
that additional demand. Commercial Impact Fee revenue can only be used to meet the
community’s future needs for affordable housing. It is therefore necessary to identify
the nexus between new commercial development and the increased need for affordable
housing.

It is important to note that Commercial Impact Fee programs are primarily found in
Northern California jurisdictions. Currently, only four Southern California jurisdictions
have enacted Commercial Impact Fee programs. These jurisdictions are the Cities of Los
Angeles, West Hollywood, Santa Monica and San Diego.

COMMERCIAL NEXUS ANALYSIS

To adopt and implement a Commercial Impact Fee program, it is necessary to document
the relationships among the following:

1. The construction of new commercial uses;

2. The number and type of employees that work in the new commercial uses; and

3. The increased demand for affordable housing.

Jobs in commercial projects cover a range in compensation levels, and the workers’
households range in size. As a result, housing needs are generated at all affordability
levels. To fulfill the Mitigation Fee Act requirements, a nexus analysis must be prepared
that quantifies the need for affordable housing created by each type of commercial use.

Nexus Analysis Methodology

A nexus analysis must be prepared to determine the maximum legally supportable
Commercial Impact Fee amount that can be assessed to each commercial building type.
KMA prepared a commercial nexus analysis on the following commercial land uses:

1. Office;

2. Freestanding Retail;

3. Ground Floor Retail; and

1808012:GLN:TRB
13113 .005 .001
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4. Hotel.

The nexus analysis methodology can be described as follows:

1. An estimate of the total number of employees working in each prototype land
use is made based on data pertaining to average employment densities.

2. Occupation and income information is compiled for the typical job types in the
land uses being studied, and then the information is used to calculate how many
of those jobs pay compensation at the Extremely Low to Moderate Income
levels.2

3. Many workers are members of households where more than one person is
employed, and household sizes vary. To account for this, factors are derived
from the United States Census to translate the number of workers into
households of various sizes in each income category.

4. The number of Extremely Low, Very-low, Low and Moderate Income households
associated with the prototype project is estimated. These numbers are divided
by the prototype project’s size to arrive at coefficients of housing units per
square foot of building area.

5. In the last step, the identified number of households is multiplied times the net
cost per square foot associated with producing housing units affordable to these
income groups. This represents the maximum Commercial Impact Fee amounts
that can be charged for the commercial uses.

Maximum Legally Supportable Commercial Impact Fees

Based on the nexus analysis, the maximum legally supportable Commercial Impact Fees
for the four land uses are as follows:

2 The data is provided for Los Angeles county by the california Employment Development Department

and the United states Bureau of Labor statistics.
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Fee Per Square Foot of
Cross Building Area

Land Use (C BA)

Office $253

Freestanding Retail $280

Ground Floor Retail $379

Hotel $131

DEVELOPMENT COST ANALYSIS

As indicated in the previous section, the nexus analysis establishes the maximum legally
supportable Commercial Impact Fee levels. These amounts reflect the full cost
associated with fulfilling the need for affordable housing created by the new
commercial development. However, this does not take into account the impact the Fee
will have on the financial feasibility of new development. It is important to establish a
balance between the public policy objectives and the economic impact that will be
experienced by property owners and developers.

A common approach to establishing fee levels is based on comparing the Commercial
Impact Fee against the development costs associated with each land use. This approach
facilitates an evaluation of whether the amount is likely to affect development
decisions.

Based on a review of historical development project information provided by City staff,
KMA prepared prototypical projects and development budgets for representative
commercial product types currently being developed in Glendale. These prototypes are
utilized as the basis for which to test the impact of potential impact fees on
development costs.

The development prototypes utilized for this analysis are summarized as follows:

1. Office Prototype:

a. A four-story project with 30,000 square feet of GSA; and

b. 105 subterranean parking spaces.

1808012:GLN:TRB
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2. Freestanding Retail Prototype:

a. A one-story project with 15,000 square feet of GBA; and

b. 53 surface parking spaces.

3. Ground Floor Retail Prototype:

a. 10,000 square feet of retail GBA located below 116,000 square feet of
residential GBA; and

b. 30 at-grade podium parking spaces to serve the ground floor retail
component.

4. Hotel Prototype:

a. A 140-room hotel consisting of 81,000 square feet of GBA; and

b. 140 subterranean parking spaces.

The following summarizes the results of the development cost test for establishing
Commercial Impact Fees. The results are presented in terms of square feet of GBA in
each type of project:

Fee at 0.5% of Fee at 1.0% of Fee at 1.5% of Fee at 2.0% of
Development Development Development Development

Land Use Costs Costs Costs Costs

Office $4 $8 $11 $15

Freestanding Retail $5 $9 $14 $19

Ground Floor Retail $3 $5 $8 $11

Hotel $3 $6 $9 $12

As shown in the preceding table, the development cost test results in Commercial
Impact Fees ranging from a low of $3 per square foot of GBA to a high of $19 per square
foot of GBA.

1808012:01N:TRB
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It is important to note that Commercial Impact Fee programs are primarily found in
Northern California jurisdictions. Currently, only four Southern California jurisdictions
have enacted Commercial Impact Fee programs. The following summarizes the
requirements of these four programs:

Fee Amount Per Square
Foot of CBA Exemptions

Los Angeles $3— $5 • Non-residential developments

less than 15,000 square feet

• Hospitals

• Grocery stores (if none within
1/3 mile)

San Diego • Office - $2.12 • Non-profit hospitals

• Hotel - $1.28 • Manufacturing/warehouse
uses• Research and

Development - $0.80

• Retail - $1.28

Santa Monica • Retail - $9.75 • No Exemptions

• Office - $11.21

• Hotel/Lodging - $3.07

• Hospital - $6.15

• Industrial - $7.53

• Institutional - $10.23

• Creative Office - $9.59

• Medical Office - $6.89

West $8.68 • Non-residential development
Hollywood less than 10,000 square feet

1808012:GLN:TRB
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The commercial impact fees in the four Southern California jurisdictions range from a
low of $0.80 per square foot of GSA for research and development uses in San Diego to
a high of $11.21 per square foot of GSA for office development uses in Santa Monica.

It should be noted that some jurisdictions set a threshold project size below which
Commercial Impact Fees are not imposed. A commonly used threshold is 10,000 square
feet of GSA.

HISTORICAL COMMERCIAL DEVELOPMENT

Another important factor to discuss while evaluating the creation of a Commercial
Impact Fee Program is the amount of commercial development that has historically
been developed within the jurisdiction. To assist in this process, KMA reviewed the
commercial development projects that are either currently in the entitlement process,
are fully entitled, are under construction, or have been completed since January 2013.
The following summarizes the results of this review:

Office Development

Four office projects have been proposed during the previous 5.5 years. These projects
range from 9,700 square feet to 38,800 square feet in GSA, with the total GSA of all four
projects estimated at 90,400 square feet.

The resulting average amount of office development proposed per year is 16,400 square
feet.

Freestanding Retail Development

Three freestanding retail projects have been proposed during the previous 5.5 years.
These projects range from 1,978 square feet to 13,700 square feet of GSA, with a total
of 25,400 square feet of GSA.3

Based on historical development, an average of 4,600 square feet of freestanding retail
development is proposed per year. If a 10,000 square foot threshold project size is

~ 131,000 square foot Expansion of the Americana at Brand was completed in 2013. However, the

space was excluded from this analysis since it is unlikely to be replicated in the future.

18OSO1.2:GLN:TRB
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applied, it should be anticipated that the freestanding retail development will not
generate a significant amount of Commercial Impact Fee revenue.

Ground Floor Retail Development

Fifteen (15) mixed-use projects with ground floor retail have been proposed during the
previous 5.5 years. The ground floor retail components of these projects range in size
from 850 square feet to 23,000 square feet of GBA, with the total for all 15 projects
estimated at 163,700 square feet.

It should be noted that eight of the projects consist of ground floor retail components
with less than 10,000 square feet of space. If these eight projects were exempt from
the Commercial Impact Fee Program, the remaining 10 projects would consist of a total
of 119,500 square feet of ground floor retail space.

If all 15 projects are included, the proposed ground floor retail development averages
29,800 square feet per year. If projects with less than 10,000 square feet of GBA are
excluded, the average is reduced to 21,700 square feet per year.

Hotel Development

Eight hotel projects have been proposed during the previous 5.5 years. These projects
range from 37,900 square feet to 186,000 square feet of GBA, with the total for all eight
projects estimated at 723,100 square feet.

The hotel development averages approximately 131,500 square feet per year.

POTENTIAL COMMERCIAL IMPACT FEE REVENUE

For analysis purposes, KMA set the Commercial Impact Fee at $5 per square foot of
gross building area. Based on this assumption, the annual Commercial Impact Fee
revenue generated from commercial development based on the historical development
trends can be summarized as follows:

1808012:GLN:TRB
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Historical Commercial
Annual Impact Fee Potential

Development Per Square Annual
Land Use (Square Feet) Foot Revenue

Office 16,400 $5 $82,000

Freestanding Retail 4,600 $5 23,000

Ground Floor Retail 29,800 $5 149,000

Hotel 131,500 $5 658,000

Total Annual Commercial
Impact Fee Revenue $912,000

As can be seen in the preceding table, if the average annual Commercial Impact Fee
revenue is estimated at $912,000. However, it is important to consider the fact that
72% of the Commercial Impact Fee revenue is projected to be generated by hotel
development.

As a matter of policy, the City currently exempts hotels from Park and Library Mitigation
Fee payment obligations. If hotel development was similarly excluded from the
Commercial Impact Fee Program, the Commercial Impact Fee revenue is projected at
$254,000 per year.

It is also important to understand that the amount of commercial development in
Glendale varies widely from year-to-year. Therefore, it should be assumed that
Commercial Impact Fee revenue will increase and decrease annually based on economic
and market conditions.

SUMMARY OF POLICY CONSIDERATIONS

The following summarizes key policy decisions for the City to consider:

1. Does the City wish to move forward with a Commercial Impact Fee Program?

2. If the City wishes to move forward with a Commercial Impact Fee Program, the
following policies should be addressed:

1808012;GLN:TRB
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a. Does the City wish to impose a Commercial Impact Fee on each of the
proposed land uses included in this analysis?

b. Does the City wish to impose a minimum size threshold on commercial
projects which would be subject to the Commercial Impact Fee?

c. What fee level does the City wish to set the Commercial Impact Fee?
Does the City wish to vary the Commercial Impact Fee by land use or
utilize one fee amount for all land uses?

1808012:GLN:TRB
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SUMMARY OF COMMERCIAL DEVEI.OPMENT
COMMERCIAL DEVELOPMENT PROTOTYPES
GLENDALE, CALIFORNIA

Size of Land Use
Land Use Address Description Component Status

Office 400W. Colorado 3-story dental/general office building 9,743 Paid library/parks fees in 2018.

Office 610W. Broadway 4-story medical/general office building. 2 levels of above- 18,000 Paid library/parks fees in 2017.

grade parking and 2 levels of subterranean parking

Office 500 E. Colorado 4-story medical/general office with ground floor retail and 38,774 paid library/parks fees in 2017.

2 levels of subterranean parking Under construction.
Office 129W. Los Feliz Medical office building 23,900 Plan check submitted in 2015.

Total Office Square Feet 90,400
Average Annual Office Development 16,400

Prepared by: keyser Marston Associates, Inc.
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SUMMARY OF COMMERCIAL DEVELOPMENT
COMMERCIAL DEVELOPMENT PROTOTYPES
GLENDALE, CALIFORNIA

Land Use Address Description

Ground Floor Retail

Ground Floor Retail

Ground Floor Retail

521W. Colorado

515W. Broadway

3901 San Fernando

Mixed-use building. 5 stories above grade and 2 levels of
subterranean parking.
Mixed-use building. 4 stories of residential over ground
floor retail and subterranean parking.
Mixed-use building. 4 stories of residential over ground
floor retail and 2 levels of subterranean parking.

17,737 Paid library/parks fees in 2017.

Under construction.
18,722 Paid library/parks fees in 2016.

Under construction.
14,014 Paid library/parks fees in 2016.

Under construction.

Ground Floor Retail 275W. Lexington Mixed-use building. 5 stories of residential above ground
floor retail and 3 levels of subterranean parking.

4,710 Paid library/parks fees in 2016.
Under construction.

Ground Floor Retail 111 E. Wilson & 215 N. Maryland Mixed-use building. Includes five-screen theatre, 42
residential lofts and subterranean parking.

16,000 Completed

Ground Floor Retail
Ground Floor Retail

Ground Floor Retail

144 N. Central
1815-18215. Brand

611 N. Brand

Mixed-use building.
Mixed-use building. 5 stories above 3 levels of
subterranean parking.
Mixed-use project with two 18-story buildings and a 13-
story building sharing a common podium.

4,900 DA approved in 2013.
850 Design and MND approved in

2017.
12,000 Stage I Design submitted in

2017.

Ground Floor Retail
Ground Floor Retail
Ground Floor Retail
Ground Floor Retail
Ground Floor Retail
Ground Floor Retail
Ground Floor Retail

Mixed-use project.
Mixed-use project.
Mixed-use project.
Mixed-use project.
Mixed-use project.
Mixed-use project.
Mixed-use project.

2,500
5,000
9,800
8,000

18,000
23,000

8,500

Completed November 2017.
Completed April 2017.
Completed May 2015.
Completed December 2016.
Completed April2015.
Completed May 2013.
Completed January 2013.

Prepared by: Keyser Marston Associates, Inc.
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Total Ground Floor Retail Square Feet
Average Annual Ground Floor Retail Development

163,700
29,800

Size of Land Use
Component Status

319 N. Central & 304 Myrtle
313W. California
120W. Wilson
300 N. Central
3900 San Fernando
200 E. Broadway
546W. Colorado & 544-552W. Elk Ave
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SUMMARY OF COMMERCIAL DEVELOPMENT
COMMERCIAL DEVELOPMENT PROTOTYPES
GLENDALE, CALIFORNIA

Size of Land Use
Land Use Address Description Component Status

Freestanding Retail 2385. Brand Addition of retail/restaurant space 9,737 Paid library/parks fees in 2016.

Freestanding Retail 707 N. Pacific Rite Aid project 13,688 Paid library/parks fees in 2016.

Freestanding Retail 1138 N. Central Addition of retail space 1,978 Paid library/parks fees in 2016.

Total Freestanding Retail Square Feet 25,400
Average Annual Freestanding Retail Development 4,600

Hotel 225W. Wilson Hyatt Place. 173 rooms. 11 stories with 1 level of 186,000 Completed in June 2018.

subterranean parking.
Hotel 1100 N. Brand Aloft Hotel. 84 rooms and 6 stories. 57,350 Under construction.
Hotel 143 N. Louise Hotel Louise. 147 rooms. 102,000 Under construction.
Hotel 999 E. Colorado Holiday Inn Suites. 134 rooms and 2 levels of 108,750 Permit issued April2018.

subterranean parking.
Hotel 120W. Colorado AC Hotel. 140 room hotel replacing existing 52-room 88,500 Design/parking variance

hotel, approved May 2018.
Hotel 1633 Victory 64 room hotel with two levels of subterranean parking. 37,882 Design review Spring 2018.

Hotel 315 S. Brand Hampton Inn & Suites. 94 room hotel. 60,010 Completed January 2017.
Hotel 241 N. Maryland Hotel Indigo. 140 rooms. 82,592 Planned.

Total Hotel Square Feet 723,100
Average Annual Hotel Development 131,500
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