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THIS PUBLICATION IS NO SUBSTITUTE FOR LEGAL ADVICE

This publication provides an overview of inclusionary housing issues and at times provides
summaries of the law. Readers should note that attorneys can, and do, disagree about many
of the issues addressed in this CALIFORNIA INCLUSIONARY HOUSING READER. Moreover,
proposals to change the land use regulatory process are frequently introduced in the state
Legidature and new court decisions can alter the practices a public agency should follow.
Accordingly:

* Publicofficialsshould aways consult with agency counsel when confronted with specific
Stuations related to land use laws;

» Agency counsd using this publication as a resource should always read and update the
authorities cited to ensure that their advice reflects a full examination of the current and
relevant authorities; and

 Members of the public and project proponents reading this publication should
consult with an attorney knowledgeable in the fields of land use and real property
development law.
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Winter 2003

Dear Reader,

Was there something we missed? Or was a piece of information provided in this
publication the “difference maker” on a project?

Either way, we want to know. The Institute strives to produce meaningful and helpful
publications that can assist local officias in carrying out their duties. Your input and
feedback, therefore, is vital! Comments from readers help us understand what you need
and expect from Ingtitute publications.

We have provided a feedback form on the following page and would greetly appreciate
it if you could take a moment to provide some constructive comments.

Sincerdly,

Shs o S

JoAnne Speers Jerry Patterson
Executive Director President, Board of Directors
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FORWARD

HOUSING: A CRITICAL CHALLENGE FOR CALIFORNIA

In 2002, the Board of Directors of the League of California Citiesidentified housing asapriority
issue for the League and the citiesit serves. This action recognized that affordable housing is an
immensaly difficult and complex problemin California—not only for theindividualsand families
who are unable to find decent affordable housing, but also for the state’'s economic recovery.
Economists are identifying challenges with the cost and supply of housing as a limitation on
economic growth.

The problem isreal and thereisno “silver bullet” solution. While the passage of Proposition 46,
the Housing and Emergency Shelter Trust Fund Act of 2002, is a helpful step (and one that the
League actively supported), experts agree that the measure will only meet a very small portion
of the unmet need for affordable housing in California

INCLUSIONARY HOUSING ORDINANCES AS AN OPTION

Asthenonprofit research arm of the Leagueof CdiforniaCities, it ssemsappropriatefor the Indtitute
for Loca Sdf Government to offer assistanceto local agenciesinthe areaof housing policy options.
Accordingly, this publication starts this process by examining one policy tool that some local
jurisdictions have used to require the production of additional affordable housing: inclusionary
housi ng ordinances. The Governor’s Office of Planning and Research reportsthat, asof 1996, some
120 local agencies had adopted inclusionary ordinances.

Inclusionary housing ordinancestake many forms, but the basic concept isto requirethat acertain
percentage of new development be set aside for occupancy by families of very low-, low- and
moderate-income. Nearly al inclusionary housing programs apply to residential development
and involve developers including a percentage of affordable housing units in their overall
proposal. Some inclusionary housing ordinances also apply to non-residential development
on the theory that non-residential development generates additional demand for affordable
housing stock.

ANALYZING WHETHER INCLUSIONARY ORDINANCES
ARE A GooD FIT FOR A COMMUNITY

Asistypicaly the case with land use policies, inclusionary housing ordinances may not be for
every community. Asthe“ prosand cons’ section of the reader illustrates, therearewidely diverse
perspectives on the pluses and minuses of inclusionary housing ordinances. In fact, in some
communities, such reguirements can be quite controversial.
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Thus, the goal of thisreader isto help community leaders evaluate whether inclusionary housing
ordinances arefor their community. Moreover, since many communities already haveinclusionary
requirements, the reader also helps communities evaluate and possibly update their existing
ordinances to meet current community needs.

The reader pursues these gods by offering local officias analyses of the following:
» Policy considerations

» Casestudies

* Implementation and monitoring

* Legd issues

e Linksto online resources

For those local agencies interested in adopting or revising inclusionary housing ordinances, the
reader offers a sample ordinance annotated with drafting notes. Also included is a sample, one-
page description of inclusionary housing ordinances for local agencies to include in any public
hearing notices relating to the adoption of inclusionary housing ordinances.

APPRECIATION AND GRATITUDE

The Indtitute is deeply indebted to those organizations and individuals who gave permission to
include their perspectives and analyses in this publication. The final collection comes from a
variety of sources, including informa background papers, forma staff reports, articles, book
excerpts, legd memoranda and even a calendar for aloca housing authority. These resources,
taken together, provide awide variety of perspectivesand ideas on the use of inclusionary housing
ordinances as a planning toal.

The Indtitute is also indebted to the law firm of McDonough, Holland and Allen for sharing its
expertise in this area and providing funding for this publication. The Institute’'s parent
organization, the League of California Cities, also provided valued financial assistance for
this effort.
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| NTRODUCTION

THE FACES OF AFFORDABLE HOUSING

Hector and IrmaGonzalez

“ Because we had help fromthe Housing Authority, we had a good home and lived there for seven wonderful years.
That gave us the opportunity to save up to buy a house”

Spending seven years in the Bath and Ortega Street Apartments enabled Hector and Irma Gonzales to save for a
home of their own. The apartments were developed by Housing Authority of the City of SantaBarbarain 1973 and
wereremodeled in 1995 to achieve a softer, more compatible |ook with the neighborhood. Hector and Irmacameto
Cadlifornia from war torn El Salvador in 1988. They now have a family of five children and operate their own
painting business called Gonzalez Painting and Cleaning. Hector’'s most memorable experience is coming to the
United States to find a better life and opportunity for his family. His goals are for their children to graduate from
college and to expand his business.

— Housing Authority of the City of Santa Barbara - 2002 Calendar






L ockED OuT: CALIFORNIA’S
AFFORDABLE HousING CRISIS

California Budget Project*

Awareness of California’s affordable housing crisis has increased
exponentialy in recent years as home prices and rents have skyrocketed,
in many cases locking even middle-income families out of the housing
market. For low-income families, the implications are even more severe,
asfamilies may beforced to forgo basic necessities or live in substandard
or overcrowded conditions in order to afford shelter. From a broader
perspective, the shortage of affordable housing — or, in some areas, any
type of housing — has serious implications for the health of the state
economy. Businesses struggle to recruit and retain employees, workers
areforced to choose between overcrowded or substandard housing and long
commutes, and families have less income to spend on other necessities.

Two previous reports by the California Budget Project (CBP) have
documented Cdifornia’s housing crisis. These reports found that while
renters faced the greatest affordability challenges, high housing costs had
pushed homeownership out of reach for many families. As housing costs
rose, overcrowding worsened, families struggled to leave welfare for
work, and households across a broad array of age groups and ethnic and
racial backgrounds faced significant cost burdens. The reports called for
an increased federal commitment to affordable housing in California,
more effective use of existing resources for affordable housing, and
increased state support for housing.

Despite substantial interest among policymakers and voters and a
sgnificant infusion of state funds in 2000, little progress has been made
in adleviating the state’'s housing crisis. More recently, the state's fiscal
crisisresulted in areduction in state funds available to expand the supply
of affordable housing. [Although] Proposition 46, the Housing and
Emergency Shelter Trust Fund Act of 2002, will provide $2.1 billion for
housing programs, housing experts and advocates understand that even a
large one-time infusion is not enough to solve a crisis that has been over
a decade in the making.

*The California Budget Project (CBP) serves as a resource to the media, policymakers,
and state and local constituency groups seeking accurate information and analysis

of a range of state policy issues. Through independent fiscal and policy analysis,

public education, and collaboration with other organizations, CBP works to improve
public policies affecting the economic and social well being of low- and middle-
income Californians.

SELECTION

EDITOR’S NOTE

The California Budget
Project (CBP) is at the
forefront of identifying the
scope of the housing crisis
in California. Over the past
three years, CBP has issued
three reports on the housing
issue in California. This
selection summarizes CBP's
most recent report published
in October 2002, except that
the section entitled “ impacts
of the lack of housing” was
included in the May 2000
report. The actual reports
include a variety of graphs,
tables and detailed statistical
information that have been
omitted here. All three
reports are posted in their
entirety on CBP’s Web site:
www.cbp.org.
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RENTERS FACE THE GREATEST
AFFORDABILITY CHALLENGES

Stagnating household incomes have exacerbated the state’s affordable
housing crisis. While household incomes for owners have increased, the
household incomes of renters have failed to keep pace with inflation. The
household income of poor renters, those at the 20th percentile, fell 6.6
percent, from $15,844 to $14,800, between 1989 and 2000, after adjusting
for inflation. The median household income for renters with children fell
7.8 percent during the same period, from $32,529 to $30,000, after
adjusting for inflation.

Among renter households, a little over half (51 percent) pay more than
the recommended 30 percent of their income for shelter. Low-income
renter households, those with annual household incomes under $18,000,
fare even worse — nearly nine out of ten (88 percent) spend more than
30 percent of their income on rent. Low-income homeowners are al o hit
hard by housing costs, with 61 percent spending more than half their
income for shelter. Low-income renter households suffer from an acute
shortage of affordable housing, outnumbering low-cost rental units by a
ratio of more than 2-to-1, both statewide and in Los Angeles County,
trandating into a statewide shortfall of 651,000 affordable units.

More than two-thirds (68 percent) of senior renter households, those
headed by individuals age 65 or older, pay more than 30 percent of their
income toward shelter. The magjority (81 percent) of low-income senior
renter households pay more than 30 percent of their income toward rent.
A sgnificant share (40 percent) of senior homeowner households pay
more than 30 percent of their income toward housing costs. In contrast,
more than three-quarters (77 percent) of low-income senior owner
households pay more than 30 percent of their income for shelter.

MANY Low-WAGE WORKERS CANNOT AFFORD RENTS

Dueto rising rents, many Californians can no longer afford to live where
they work. In San Francisco, where housing costs have skyrocketed in
recent years, the 2003 Fair Market Rent (FMR) for a two-bedroom
gpartment is $1,940, aleve that is only affordable to families earning a
least $77,600 per year — more than the earnings from five full-time
minimum wage jobs. Even in areas with lower housing costs, lower
incomes often make rents unaffordable.
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In the rural counties that congtitute the state’s most affordable markets,
where the FMR for atwo bedroom apartment is $522, a full-time worker
would need to earn at least $10.87 per hour to afford the rent — 161 percent
of Cdifornia’'s minimum wage.

Anindividua earning the minimum wage would be forced to work very
long hours in order to afford the one-bedroom FMR in many of
Cdlifornia's counties. Even in the more affordable metropolitan areas of
the state, such as Fresno and Chico, a worker would have to work
substantially more than the standard 40 hours per week.

In many counties, FMRs exceed the monthly payments families receive
from welfare. The two-bedroom FMR exceeds the three-person family
CaWORKSs grant in 31 counties, and equals at least 80 percent of the
grant level in every county. The FMR for a studio apartment exceeds the
total Supplementary Security Income/State Supplementary Payment
(SSI/SSP) grant for an elderly or disabled individua in 12 counties, and
equals more than 50 percent of the grant in 39 counties.

CALIFORNIA RANKS FOURTH LOWEST IN NATION
IN HOME OWNERSHIP

Cdifornia’'s 2001 homeownership rate of 58.2 percent wasthe fourth lowest
in the nation, behind the Digtrict of Columbia, New York, and Hawaii. Cdi-
fornia's 2001 homeownership rate was about ten percentage points below
that of the nation. The state's homeownership rates are lower than nationa
ownership rates largely due to the state's high cost of housing. Nationdly,
57 percent of households could afford to purchase the median-priced home
in 2001, as compared to just 34 percent of householdsin Cdifornia

Homeownership rates vary significantly acrossdifferent parts of the state.
In the Sacramento metropolitan area, two-thirds (66.4 percent) of
households are homeowners, while only 48.6 percent of those in the
San Francisco metropolitan area own their homes.

Households headed by white Cdifornians are sgnificantly more likely to
own their own homes than are households headed by Latinos, African-
Americans, or Asan and other ethnic groups. While 65.4 percent of the
gate's white-headed househol ds were homeownersin 2001, fewer than half
(43.8 percent) of the state’s Latino-headed households owned their own
homes. Over half (56.1 percent) of Asian and other households, and
39.8 percent of African-American-headed households, owned their own
homes. In LosAngeles County, dl ethnic groups except African-American-
headed households have lower homeownership rates than statewide rates.
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How REALISTIC ISTHE DREAM OF OWNERSHIP
IN DIFFERENT AREAS OF CALIFORNIA?

Although home prices have continued to rise, households have not neces-
sarily enjoyed a corresponding increase in income. The income needed to
purchase a median-priced homein the second quarter of 2002 exceeded the
areamedian income by 15 percent in the Centra Valey, 27 percent in Los
Angeles, 37 percent in Orange County, 52 percent in San Diego and
Northern Cdifornia, 83 percent in the San Francisco Bay Area, and 113
percent inthe Central Coast. Only in Sacramento and the Inland Empiredid
the median income exceed that needed to buy a median-priced home.

San Francisco Bay Area. The median annud wagefor afirefighter was
approximately $65,000 in 2001; he or she would need an income of
more than $136,000 in order to buy a median-priced home—a$71,000
gap. A child care worker, whose median annua wage in 2001 was less
than $19,000, the dream of ownership appears next to impossible.

Central Coast. Theincome needed to purchase amedian-priced home
exceedsthe areamedianincome by nearly $61,000. A registered nurse
earning $52,000 per year earns less than half of what is needed to
purchase a median-priced home.

San Diego. The areamedian income is more than $31,000 below what
is needed to purchase a median-priced home, and is not even sufficient
to purchase amedian-priced homewith a20 percent down payment. An
elementary school teacher making $51,000 per year earns nearly
$41,000 |essthan theincome needed to purchase amedian-priced home.

Orange County. The income needed to purchase a median-priced
home in Orange County exceeds the area median income by more
than $28,000. A firefighter making $59,000 per year falls more than
$45,000 short of the income needed to buy a median-priced home.

Northern California. The income needed to buy a median-priced
home exceeds the area median income by more than $20,000.
A computer support specialist earning $34,000 per year ismore than
$25,000 short of the income needed to achieve homeownership.

Los Angeles. The income needed to buy a median-priced home
exceeds the area median income by nearly $15,000. A loan officer
making $49,000 per year earns $21,000 less than the income needed
to achieve homeownership.



INSTITUTE for LocAL SELF GOVERNMENT

Central Valley. The income needed to buy a median-priced home
exceeds the area median income by a comparatively narrow margin
of $6,000. While areas such as Bakersfield have not seen the
substantial increases in home prices occurring €lsewhere, incomes
are generally lower in the Central Valley than in most other areas of
the state.

I nland Empire. The median incomein Riverside and San Bernardino
Counties actually exceeds the income necessary to buy a median-
priced home by approximately $7,000. A contributing factor to the
regions relative affordability is the fact that housing construction has
increased at a significant rate in the Inland Empire, as it has become
the bedroom community for Orange County and Los Angeles.
In Riverside County alone, more than 11,000 new housing unitswere
built between 2000 and 2001, the largest increase of any county in
the state.

Sacramento. Familiesin Sacramento a so enjoy an affordable housing
price-to-income ratio, with the median income exceeding theincome
needed to buy a median-priced home by approximately $6,000.
However, home prices in Sacramento have increased significantly in
recent years as families who have been priced out of the Bay Area
Market relocate to the Sacramento area, driving up housing demand.
Many continue to commute long distancesto jobsin the Bay Areain
order to afford a home of their own.

REVISITING THE ROOTS OF CALIFORNIA’S
AFFORDABLE HOUSING CRISIS

Housing production declined significantly in the 1990s, due in part to
changes in severa state and federa laws that made investing in renta
housing less profitable on an after-tax basis. In addition, California’s
system of financing local government tends to discourage residential
construction in favor of sales tax-generating retail development. Finaly,
neighborhood opposition, commonly known as NIMBYism (Not In My
Back Yard), has blocked or delayed construction of many affordable
housing projects in Cdlifornia.

I nadeguate Housing Production. Lack of supply contributes to
Cadlifornia’s steadily increasing home prices and rents. According to
the state Department of Housing and Community Development,
Cdlifornia must build more than 200,000 housing units per year
through 2020 ssimply to keep up with population growth and remain
“reasonably affordable.” During the 1990s, multifamily housing
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productioninthe statefell evenlower thanintheearly 1980s, and single-
family construction has not returned to 1980s peak levels.
In 2001, multifamily housing was less than one-third of total new
construction (41,433 units) — down from anearly two-thirds sharein
1970 (124,348 units). Multifamily housing construction hasremained
below 30 percent of total units since 1992.

Job Growth is Outpacing Housing Construction. Although housing
construction has declined in recent years, the state has continued to
generate new jobs. A “jobs-housing imbalance” occurs when
a region’s job growth increases at a faster pace than housing
construction. The resulting geographic mismatch often forcesfamilies
to move outside the community in which they work in order to find
affordable housing, leading to increased traffic and commute times.
The state as awhole has added 4.0 jobs for each new unit of housing
since 1994, more than twice the recommended 1.5-to-1 ratio.
Although the state’s economy has slowed recently, the jobs-housing
imbalance persists. Job growth exceeded new housing units by
2.2-t0-1 between 2000 and 2001, still well above the recommended
1.5-to-1 ratio. Although theimbal anceis notably smaller compared to
the 1994-2001 period, it is due to waning job growth, rather than a
construction boom. Jobs grew in the state by only 1.4 percent from
2000 to 2001, compared to a3.0 percent average annual increasefrom
1994 to 2001.

Workers Cannot Afford to Live Near Their Jobs. As high
metropolitan home prices are pushing more families to outlying
areas, increasng numbers of workers endure long commute times.
Although the majority of California workers commute less than
40 minutes one way to work, longer commutes are becoming more
common. Statewide, workers who travel lessthan ten minutesfell by
14.4 percent between 1990 and 2000, from 12.7 percent to
11.1. percent. Conversely, the share of workers who commute more
than 90 minutes, although small, increased by 57.1 percent during the
same period, from 2.1 up to 3.3 percent.

Housing Assistance Fails to Meet California’s Needs. Historically,
the federal government has provided the mgjority of public support
for low-income housing programs. However, federal aid has not kept
pace with the need for assistance, and state and local governments
have not stepped in to fill the gap. Moreover, both federal and state
assistance primarily benefits higher income families through tax
preferences for homeownership. These preferences provide little or
no assistance to low- and middle income Californians, who face the
most acute housing problems. Although total federal budget authority
increased by two-thirds between 1976 and 2001, from $1.2 trillion to
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$2.0 trillion, budget authority for the federal Department of Housing
and Urban Development (HUD) declined by 60 percent during the
same period. From 1976 through 1981, HUD budget authority ranged
between 5 and 8 percent of total budget authority; since 1981, it has
only risen above 2 percent twice.

Lossof Existing Federally Subsidized Housing Stocks. Over the past
three decades, thefederal government guaranteed rental paymentsand
low-cost financing to developers of affordable housing in exchange
for a commitment that rents would remain affordable. Many of
the projects built with federa assistance have reached the expiration
dates of their contracts, putting a significant fraction of California’s
affordable housing stock at risk of conversion to market rate housing.
Moreover, in 1996 Congress alowed owners to prepay their HUD-
assisted mortgages, giving property ownersin areas with rising rents
the ability to refinance and convert to market rents. In the past seven
years, California has lost more than 24,000 affordable housing units
to opt-outs and prepayments, a total of 16 percent of the federally-
assisted inventory, with most of the losses occurring in Los Angeles,
Orange, Sacramento, San Diego, and Santa Clara Counties.

State Spending Declining From Earlier Levels. During the early
1990s, bond proceeds supported asubstantial investment in affordable
housing. However, as these funds were spent, only minimal state
support was allocated to continue the investment. State spending on
housing dropped substantially in the 1990s, from 0.5 percent of
Genera Fund spending in 1989-90 to approximately 0.2 percent each
fisca year in the second haf of the decade. In 2000-01, public and
policymaker interest in housing issues, along with alarge state budget
surplus, resulted in the largest ever non-bond allocation of state
support for housing. Since then, however, the housing budget has
been significantly reduced as the state has moved to address a large
budget deficit.

IMPACTS OF THE LACK OF HOUSING

California’'s housing crisis has serious implications for the families
affected, for the communities in which they live and for the overall well
being of the state’'s economy. Many of the connections between housing
and other issues are frequently overlooked, but they include:

Economic Growth. The housing crisisin Silicon Valley, the engine of
much of the state’s economic growth, has reached epic proportions.
Many businesses report problems attracting employees from other
parts of the state or the country because of the high cost of housing in
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that community. In many metropolitan areas, workerswho providebasic
services - teachers, firefighters, secretaries - cannot afford to liveinthe
communitieswherethey work.

Community Cohesiveness. Rising costsareforcing many low income
families from communities where they have lived for decades. Inthe
San Francisco Bay Area, gentrification of traditionally low and
working class neighborhoods is running rampant. Housing pressures
are o intense that long-time residents of neighborhoods, such as San
Francisco’'s Mission Didtrict and East Palo Alto, are being forced to
move out of the neighborhoods that they have called home for
generations, reducing both social and economic diversity in these
areas. |n addition, the ability to obtain higher rents on the open market
is leading many landlords to opt out of federal housing programs.
Landlords are pre-paying mortgages and refusing to renew contracts
to maintain affordability, eliminating what is frequently the only
affordable rental stock, making those communities the exclusive
enclaves of higher income households.

Environmental I mpacts. The problems of unchecked urban sprawl
are by now familiar to most policymakers: gridlocked freeways,
longer commute times for workers, greater air pollution, and loss of
open space. But one major contributing factor to urban sprawl isthe
search for affordable housing. Families seeking affordable housing
are being forced farther from the metropolitan core to find it. In the
Bay Area, for example, the number of vehicle miles driven increased
18.6 percent between 1990 and 2000.* During the same period,
population increased at two-thirds the pace (13.3 percent). Distant
suburbs are often the only option for young families seeking to buy
their first home. Yet, affordability comes at a cost: reduced time to
devoteto family and community as aresult of lengthy commutes and
the loss of prime agricultura land to development.

Human Health and Welfare. Studies indicate that children who live
in unaffordable or substandard housing are more likely than
adequately housed children to suffer a variety of health problems.®
Without aff ordable housing, children often lack adequate nutrition and
do not arrive at school ready to learn. Also, families with high rent
burdens move more frequently than those families with more
affordable rents — resulting in frequent school changes for their
children. Taken together, it isnot surprising to learn that children with
poor housing conditions perform less well in school than those with
more affordable and stable housing.

Cyclical Poverty. Housing plays a critica role in helping welfare
recipients make the transition to work. The high cost of housinginthe
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partsof the state wherejobsare most plentiful may discouragewelfare
recipients from relocating from areas where job opportunities are
more limited, but housing less costly. Surveys of welfare recipients
indicate that housing problems pose substantial barriersto finding and
retaining employment. One reason for this may be that after paying
for housing, welfare recipients have little extramoney |eft over to pay
for child care and other expenses associated with work.

* Homelessness. The lack of affordable housing contributes to the
ongoing tragedy of homelessness throughout the state. While many
factors, including substance abuse, menta illness, poor health status,
and disabilities, can result in poverty and cause homelessness,
affordable housing is at the heart of what is needed to both prevent
individuals and families from becoming homeless and address the
problems of those who are already living in shelters or on the streets.

CONCLUSION

Cdliforniafacesahousing crisisof dramatic proportions. Record numbers
of renters are paying far too large a portion of their incomes for rent, and
Cadlifornians face some of the nation’s least affordable homeownership
markets. While the poorest households face the most severe housing
problems, millions of California's middle-income households aso face
substantia difficulties in finding shelter they can afford.

The lack of affordable housing has widespread implications for families,
communities, and the vitality of the California economy. High housing
costs make it difficult for businesses to attract and retain workers. The
search for affordable housing is driving many metropolitan area workers
farther and farther from their jobs, creating ever greater suburban sprawl
and leading to growing traffic congestion and greater air pollution. Rising
rents often make it impossible for low-wage workers to live in the
communities where they work, forcing many to choose between along
commute and overcrowded and/or substandard housing. When families
are forced to spend more of their earnings on shelter, they have less to
spend on food, clothing, childcare, and other necessities. In addition, the
lack of affordable housing contributes to the stubborn challenge of
preventing homelessness and hel ping those who are aready homelessto
move off the Streets.

Greater efforts at the federa, state, and loca levels will be necessary to
meet the housing challengesidentified in thisreport. Although the current
economic climate increases the difficulty of this chalenge, failure to
address Cdlifornia’s affordable housing crisis could further damage the
vitality of the state's economy.
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Part |1

INCLUSIONARY HOUSING EXPLAINED

THE FACES OF AFFORDABLE HOUSING

Nancy Mendonca
“Asasingle parent | don't know how | could have survived in Santa Barbara without affordable housing”’

Nancy is a native of Californiawho came to Santa Barbarain 1972 as part of a dance troupe. She stayed to raise
her daughter. Her goal isto always engage in work that she enjoys, finds satisfying and enriches the life of others.
Nancy has worked as a licensed home heslth aide for the past seven years, taking care of elderly peoplein their
homes. Nancy lives in De La Vina, a circa 1924 Craftsman style four-unit apartment building purchased by the
Housing Authority for the City of Santa Barbarain 1982. Major rehabilitation of the building was undertaken and
completed in 1993.

— Housing Authority of the City of Santa Barbara - 2002 Calendar
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BACK GROUND PAPER

Gary Binger*

Inclusionary zoning is a citywide or countywide mandatory requirement
or voluntary objective that calls for a minimum percentage of lower
and moderate income housing to be provided in new residential devel op-
ments. In California, mandatory inclusionary requirements are usualy
incorporated in the zoning code or the housing element of the genera
plan, and obtaining building permitsis made contingent on the devel oper’s
agreement to provide affordable housing. Jurisdictions often allow
developersto pay feesin-lieu of providing the units on-site.

HISTORY

The first inclusionary zoning ordinance was enacted in Fairfax County,
Virginia in 1971. Although the Fairfax ordinance was designed in a
manner that was eventually ruled unconstitutional (as a taking of
property), courts have since allowed other forms of mandatory
inclusionary zoning. Perhaps the most successful inclusionary housing
program to dateisthe Moderately Priced Dwelling Unit (MPDU) program
in Montgomery County, Maryland, which has accounted for more than
10,000 affordable units since 1973. The Montgomery County ordinance
requiresthat 12 to 15 percent of the unitsin projects that have more than
fifty resdential units must be designated as affordable. The inclusionary
zoning program has been a significant factor in Montgomery County
becoming one of the more racialy and economically integrated commu-
nities in the nation over the past thirty years.

CALIFORNIA

The affordable housing requirement of the California Coastal Commis-
sion, dating back to the 1970s, was one of the first inclusionary policies
employed by a state. As housing prices rose dramatically during that
period, inclusionary zoning was applied within a growing number of

*Gary Binger is a land use planning consultant based in the San Francisco Bay Area.
Mr. Binger is the Director of the Urban Land Institute’s (ULI) California Smart Growth
Initiative, which examines growth and development trends in California, identifies smart
growth barriers, and focuses on specific state incentives and regulatory reforms to
promote smart growth.

SELECTION

EDITOR’S NOTE

This selection was
prepared by the author as
a background piece for a
program co-sponsored by
the Los Angeles District
Council of the Urban Land
Institute. e have included
it here at the beginning
because it provides a

fair and straightforward
description of inclusionary
housing ordinances as a
planning tool.
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jurisdictions. The state legislature enacted an inclusionary housing
requirement for redevelopment areas and promoted the adoption of a
model inclusionary zoning ordinance.

Inthe early 1990s, aCaliforniasurvey identified morethan 50 inclusionary
programsin that state which had collectively resulted in the production of
20,000 affordable units. This figure has grown by more than 4,000 new
units as of the year 2000. The 1995 Planner’s Book of Lists, published by
the Cadlifornia State Office of Planning and Research, includes 14 counties
and 107 cities in the state that have adopted inclusionary zoning.

Inclusionary housing policies aso fit into California’s broader, statewide
housing context. State law requires local governments to have a current
housing element in the genera plan. One aspect of the housing element
involves an explanation of how the “fair share” number of housing units
required by the applicable council of governments and/or the State
Department of Housing and Community Development will be provided.
Inclusionary housing requirements assist local governments in fulfilling
the housing provision requirements by reducing the ability of affordable
housing opponents to challenge their construction.

COMMON ELEMENTS

Most inclusionary programs contain the following € ements:

* Income digibility criteria for defining affordability

» Pricing criteriafor affordable units

* Redtrictions on resale and subsequent rental of affordable units

* Provisonsfor in-lieu fees

In addition, the following lists detail the range of inclusionary incentives

and in-lieu options that localities can pursue to mitigate the impact of
inclusionary zoning requirements on the private devel opment community.

L OCALLY-BASED INCENTIVES

» walvers of zoning requirements, including density, area, height,
open space, use or other provisions;

* |ocal tax abatements;

» waiver of permit fees or land dedication;
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» fewer required developer-provided amenities and acquisitions
of property, including reduced parking provision requirements,

o “fast track” permitting;

» feashility findings that lessen the percentage of affordable units
required,

» subsidization or provision of infrastructure for the developer
by the jurisdiction.

NON-LOCALLY-BASED INCENTIVES
* tax credits;
HOME grants to build and rehabilitate affordable housing;

Section 8 vouchers to assist low income household pay rent;

mortgage revenue bonds;

Section 202 grants to support housing for the elderly; and/or

location efficiency mortgages.

IN-LIEU OPTIONS

» payment of a per-unit fee which is pooled in alocal affordable
housing fund;

» congtruction of set aside units off-site by the same developer;

* recognition of set aside units as transferable credits that can be
exchanged between developers of local residentia projects.

APPROACHES TO CONSIDER

In adopting or amending inclusionary zoning strategies, city and county

officials should consider the following:

* Involve Developers. Include both for-profit and non-profit developers

in discussions about program design.

* Examine the use of In-Lieu Fees. In-lieu fees offer an aternative
when the actual construction of affordable units may not be feasible.
In-lieu fees should not be completely optional for the developer if the
desire is to scatter low- and moderate-income units throughout the
community. The fee should be sufficient to facilitate the devel opment

of the required affordable units at another nearby location.
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Consider Land Donation. Land donation may be considered as a
preferred dternative to in-lieu fees. The developer donates (or sells at
aconsiderably reduced price) aportion of the development siteto the
locality or anon-profit housing developer. A non-profit devel oper then
develops the donated land, using their expertise and resources for
constructing and managing affordable housing.

Consider Increasing Densities. Increased densitiesand other land use
changesto enhance residential devel opment capacity may accompany
inclusionary zoning. This will help offset the financial impact of
inclusionary requirements to the devel oper.

Set Reasonable Requirements. Affordable housing requirements
should be relatively modest (10-15 percent of the total number of
units), if there are no development incentives such as density bonuses
and fee waivers.

Establish Appropriate Fee Level. In-lieu fees, if too low, may not
generate enough funding to construct housing units. Also, low in-lieu
fees are a mgjor disincentive to construct the affordable housing
on-site.

Vary Requirements by Area. Inclusionary regquirements may vary by
district. For example, infill housing in downtown areas may have a
lower inclusionary 