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Executive Summary

“22in 5” is the City of Del Mar’s roadmap to provide 22 affordable homes - 4 units for extremely low-
income, 3 units for very low-income, and 15 units for low-income households, within five years (i.e. by
2022). These 22 units were derived from the City’s RHNA (Regional Housing Need Allocation)
assessment, and are outlined in the City’s certified Housing Element of its adopted General Plan. The
total RHNA assessment for Del Mar for the planning cycle 2013-2021is 76 units; in addition to the lower-
income units listed above, the total assessment also includes 20 moderate-income and 34 above
moderate-income units. Because moderate-income and above moderate-income housing tends to be
built naturally, this report focuses only on the extremely low-income, very low-income, and low-
income units.

Four Key Strategies to Achieve “22 in 5”

Our team developed Four Key Strategies with 26 scenarios to create 22 units of affordable housing in
5 years. The four key strategies are as follows: (1) Explore potential for acquisition, rehab, and
conversion; (2) Unlock land for development of City-owned sites; (3) Obtain or acquire covenants on
projects being developed; and, (4) Pursue partnership opportunities with the 22nd District Agricultural
Association which operates the Del Mar Fairgrounds.

Strategy 1: Explore Potential for Acquisition, Rehab, and Conversion?

This first strategy aims to identify a portion of Del Mar’s residential building stock that can be acquired,
rehabilitated or converted, and then made available as affordable housing. Three possible scenarios
were explored under this strategy. First, the City’s existing Multifamily housing stock was examined
to determine whether there was potential for the City or a developer to obtain a building and convert
it into affordable housing. Ideally, the City could purchase a multifamily complex with a large number
of units, designate 22 of those units as affordable rentals, and then maintain the remainder as market-
rate renter-occupied units. The market-rate units could not only provide the City with revenue, but
also act as placeholders to accommodate future affordable housing needs. Unfortunately, as of this
writing, there are no known multifamily buildings on the market. Nevertheless, the analysis shows that
older renter-occupied multifamily buildings with more than 10 units have potential for acquisition,
rehabilitation and conversion. Second, Del Mar’s market for single-family homes was studied to
determine whether it would be feasible for the City to purchase a home and convert it into affordable
housing. This option was considered undesirable due to the high costs of land acquisition and single-
family home ownership in Del Mar.3 The third scenario explored the possibility of creating affordable
housing through condominium conversion. The analysis indicates that encouraging condominium
conversion could yield fruitful results in Del Mar since the 20 percent “set-aside” provision would help
create lower-income units and the In-Lieu Housing Mitigation fees would generate revenue for the
City’s Housing Assistance Reserve Fund.

' The definition of each income category has been provided in Appendix IV.

2 Cal. Gov't Code §§65583(1)(a) and (c) provide that no more than 25 percent of a RHNA requirement may be met
through rehab, conversion, or preservation. Converted units must not be acquired by eminent domain, must
increase the overall affordable housing stock, and must be rent restricted with covenants in place for at least 55
years, and, except in the case of substantial rehab, must be part of a project with at least three units.

3 Conventional 30-Year Fixed Mortgage Rates, Zillow.com. https://www.zillow.com/research/data/#other-
metrics. Accessed 9.1.17.


https://www.zillow.com/research/data/#other-metrics
https://www.zillow.com/research/data/#other-metrics

Strategy 2: Unlock Land for Development of City-owned Sites

The second strategy involves “unlocking land,” which can be accomplished by making city-owned
properties available for (re)development. A total of 15 scenarios were analyzed. If the reservoir on
Zuni Street, which we refer to as Zuni Reservoir, were to be relocated, the site could be rezoned to
accommodate either two single family homes, each with an Accessory Dwelling Unit (ADU), or up to
12 multifamily units. Similarly, the expansion area of the site of the new Civic Center could potentially
accommodate four townhouses or six to eight tiny homes, and the Tennis Courts at 21** Street and
Court Street have potential to create either six to eight tiny homes or four townhomes or two single-
family homes, each with an ADU. Depending on the location and the amounts of land designated for
residential development, the Shores Property could potentially create between four and eight homes.
If uses were “swapped” between the Shores Property and the Public Works Yard, then the Shores
Property could maintain the Winston School and accommodate 20 affordable renter-occupied units as
well as the public works building and part of its accessory spaces and facilities. The remaining portion
of the public works facilities, including the garage and heavy equipment warehouse, could be
reconstructed in the developable section of the Public Works Yard, and the storage bay could relocate
to an expansion area on the new Civic Center site. The site of the Public Works Yard could potentially
provide up to 28 units (22 affordable, and 6 market-rate); however, potential flooding and future sea-
levelrises in this area could make the site undesirable for residential/affordable housing development.
Rights-of-way (ROWs) and small publicly-owned sites across the City have potential to create either 22
tiny homes or 22 multifamily renter-occupied affordable units. Adopting a zone code amendment in
the Professional Commercial and North Commercial Zones to allow for a mixture of commercial and
residential uses could potentially create between 4 and 28 affordable units.* Without rezoning, the
Professional Commercial and North Commercial Zones have potential to create at least eight
residential units that are accessory to the primary commercial uses.

Strategy 3: Obtain Covenants on Projects Being Developed

The City of Del Mar could create affordable units by obtaining covenants on projects being developed.
A covenant is an agreement, such as in a contract. For example, the City could offer certain incentives
to homeowners or developers that agree to maintain a pre-determined level of affordability in their
units. In the case of Accessory Dwelling Units (ADUs) and Junior Accessory Dwelling Units (JADUs),
the City could provide incentives such as an increase in maximum size from 550 sq. ft. to 850 sq. ft.,
increasing FAR, and/or property tax abatement for owners that will provide the units at affordable
rates for 10-30 years.

Three development applications have been received for projects which would include affordable units:
Watermark, the Del Mar Resort, and the 941 Camino Del Mar project. At the time of this writing,
Watermark’s development application identifies 7-8 affordable units. The Del Mar Resort and 941
Camino Del Mar projects also propose a number of units which, as of this date, has yet to be approved.
Assuming these three projects are approved as submitted and built, the affordable units created could
potentially meet the goal of 22 in 5. In addition, if the City of Del Mar were to obtain covenants for
additional affordable units in these and other projects, it could meet its future needs as well.

4 The City of Del Mar’s 2013-2021 Housing Element commits to rezoning both the Professional Commercial and the
North Commercial Zones. City of Del Mar Community Plan: Housing Element 2013-2021, April 2013, page 70.



Strategy 4: Pursue Partnership Opportunities with the 22" District Agricultural Association (Del Mar
Fairgrounds)

A partnership with the 22nd District Agricultural Association could provide the City with numerous
opportunities to create affordable housing at the Del Mar Fairgrounds. This could be achieved either
by replacing a portion of the Backstretch housing quarters, or developing housing on the Parking
Lot/Laydown site. If the City were to reach an agreement with the Fairgrounds, 22 permanent housing
units could be achieved in the Backstretch Area, and the Backstretch Parking Lot/Laydown site could
potentially accommodate 36-45 units. The City could request an annexation of the Surf and Turf R.V.
Park, which is on a property owned by the State of California, within the limits of the City of San Diego.
The site of the Surf and Turf R.V. Park could potentially accommodate between 50-62 units. The
process of annexation is administered by San Diego Local Agency Formation Commission (LAFCO),
which is a county-wide planning and regulatory entity responsible for processing requests for
boundary changes. Because the process requires cross-jurisdictional agreements, the likelihood of
implementing the annexation process within five years could be low.

The rest of this page is intentionally left blank



Figure 1.

Overview: Solutions Framework
Four Key Strategies to Create Affordable Housing in Five Years

Recommendation Potential for Affordable Housing

Strategy 1: Potential for Acquisition, Rehab, and Conversion®

e  Older renter-occupied multifamily buildings with more than 10 units have

Obtain Multifamily Dwellings . s e s .
potential for acquisition, rehabilitation and conversion

Obtain Single Family Homes e Undesirable due to cost®
Encourage Condominium Conversion | ® Abundant potential to convert multifamily buildings to condominiums
and Revise In-Lieu Housing e Adjustment of In-Lieu Housing Mitigation Fees would enlarge the Housing
Mitigation Fees Reserve Fund

Strategy 2: Unlock Land for Development of City-owned Sites and Rezoning

e  Potential to create 8 homes: 4 single family homes, each with an ADU

Shores Property e  Potential to create 4 homes: 2 duplexes

(portion of park site) e  Potential to create 8 townhomes

e Potential to create 20 multifamily units

e  Potential to create 6-8 tiny homes

Civic Center (Expansion Area C) e  Potential to create 4 townhouses

e  Potential to create 4 homes: 2 single family homes, each with an ADU

Zuni Reservoir - - - -
e  Potential to create up to 12 multifamily units

e  Potential to create 6-8 tiny homes (Retains one tennis court)

Tennis Courts at 215t Street e  Potential to create 5 townhouses (Retains one tennis court)

and Court Street e  Potential to create 4 homes: 2 single family homes, each with an ADU (Loses both
tennis courts)

e  Potential to create 28 dwelling units (22 affordable and 6 market-rate);

Public Works Yard . A . .
undesirable due to potential flooding and future sea-level rises

Rights-of-Way e  Potential to create 22 tiny homes, or 22 multifamily units, or combination thereof

Strategy 2A: Rezone of Privately Owned Properties

Rezoning of North Commercial and e  Potential to create up to 28 affordable multifamily units

Professional Commercial Zones e  Potential to create at least 8 ADUs

Strategy 3: Obtain Covenants on Projects Being Developed

Incentivize ADUs and Junior ADUs e  Potential through development of new ADUs with incentives and covenants, and
with covenants through an amnesty program, to place restrictive covenants on ADUs
Watermark Specific Plan e If approved, potential to achieve 7-8 affordable units
The Del Mar Resort Specific Plan e If approved, potential for additional affordable units
941 CDM Specific Plan e If approved, potential for additional affordable units
Strategy 4: Pursue Partnership Opportunities with the Del Mar Fairgrounds
Backstretch Housing e  Potential to create 22 affordable units
The Fairgrounds Laydown/ e  Potential to create 36-45 units (22 affordable units and 14-23 market rate units)
Parking Lot
The Surf and Turf R.V. Park e  Potential to create 50-62 units; however, not likely to occur within five years.

5 Cal. Gov’t Code §§65583(1)(a) and (c) provide that no more than 25 percent of a RHNA requirement may be met
through rehab, conversion, or preservation. Converted units must not be acquired by eminent domain, must
increase the overall affordable housing stock, and must be rent restricted with covenants in place for at least 55
years, and, except in the case of substantial rehab, must be part of a project with at least three units.

® Conventional 30-Year Fixed Mortgage Rates, Zillow.com. https://www.zillow.com/research/data/#other-
metrics. Accessed 9.1.17.
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Introduction

“22 in 5” is the City of Del Mar’s policy guideline to provide 22 affordable housing units by the year
2022, and to partially achieve the City’s share of the regional affordable housing needs. This goal is
derived from the City’s RHNA (Regional Housing Need Allocation) assessment, and outlined in the
City’s certified Housing Element of its adopted General Plan.

The 22 units comprise 12 affordable units (4 extremely low-income, 3 very low-income, and 5 low-
income), which is the City’s lower income housing assessment for the current housing element cycle
(2013-2021), and 10 low-income units, which is a penalty for the City’s failure in achieving the goals set
in the 2005-2012 housing element cycle. The total RHNA assessment for Del Mar is 76 units; in addition
to the low-income units discussed above, the total assessment also requires the City to generate 20
moderate-income and 34 above-moderate-income units. Because moderate-income and above
moderate-income housing tends to be built naturally, this report focuses only on the extremely low-
income, very low-income, and low-income units. However, many of the strategies proposed in this
report can also be used to meet the City’s moderate-income housing commitment.

The current housing element cycle assessment of 12 units was derived by the State of California’s
Housing and Community Development Department (HCD) using data gathered by SANDAG (San Diego
Association of Governments), such as: anticipated household growth associated with projected
population increases; household size and trends in household size; the rate of household formation;
vacancy rates; and, the relationship between jobs and housing.” HCD then calculated the assessment,
using the following factors: the relationship between jobs and housing; opportunities and constraints
to the development of additional housing; the distribution of household growth in relation to regional
and public transportation; market demand for housing; any agreements for counties to direct growth
toward unincorporated areas; the loss of units in assisted living developments; high-housing cost
burdens; the housing needs of farmworkers; the housing needs generated by the presence of a
university; and, any other factors adopted by the Council of Governments (SANDAG acts as San Diego’s
Council of Governments).

The 10-unit penalty based on the 2005-2012 housing element cycle was levied through the authority of
AB 1233, which became effective on January 1, 2006. Through AB 1233, HCD assesses a penalty equal
to the portion of the previous RHNA assessment that was not accommodated, either through not
having been built, or in terms of land not being made available for the production of housing. Del Mar’s
2005-2012 Housing Element was not certified by HCD as being in compliance with state law because it
did not demonstrate the feasibility of its sites inventory for facilitating the development of affordable
housing. In addition, while 75 units were found to be either constructed, under construction, or
permitted during the previous cycle, however, none of them met the requirements for extremely low,
very low, or low-income households. As aresult, the penalty of 10 low-income units was determined.

In addition to meeting the essential “22 in 5” affordable housing goal, the City is committed to
identifying and evaluating strategies that will achieve the longer term benefits of generating increased
affordable housing stock beyond the five-year target date to meet changing demographic needs.

7 California Government Code §65584.01(c)(1)



Figure 2.

City of Del Mar Regional Housing Needs Assessment (RHNA)

Income Category Units %
Extremely Low 4 5.3
Very Low 3 3.9
Low 15% 19.7
Moderate 20%* 26.3
Above Moderate 34 44.7
Total 76 100%
*Consists of 10 units from previous housing cycle penalty and 5 units from
2013-2021 housing cycle.
**Consists of 5 units from previous housing cycle penalty and 15 units from
2013-2021 housing cycle.

The City of Del Mar partnered with our team, LeSar Development Consultants and Keyser Marston
Associates Inc., to develop a variety of creative ideas and solutions to ensure the City meets its goal of
22 units by 2022. The Del Mar “22 in 5” Program Report is the result of this partnership. It includes Four
Key Strategies and a Capital Plan to help the City achieve its affordable housing goal.

The rest of this page is intentionally left blank



Solutions Framework Strategy #1: Potential for Acquisition, Rehab, and Conversion ®

Acquisition and conversion of a portion of Del Mar’s residential building stock to affordable housing
units could be a strategy to meet the City’s RHNA requirements. This section scrutinizes the feasibility
of this strategy for different housing types, i.e. multifamily dwelling units, single-family homes, and
condominiums.

A. Obtain Multifamily Dwellings

Although single family homes (attached and detached) and duplexes account for the majority of the
housing stock in Del Mar, the acquisition/conversion of multifamily dwellings could be regarded as a
strategy to help the City meet its current regional share of 22 affordable dwelling units. This section,
after providing a brief review of the multifamily housing stock in Del Mar, explores different aspects
of this scenario. It should be noted that due to a lack of statistical data on the composition of the City’s
multifamily housing stock, 2011-2015 American Community Survey estimates, among other available
data, were used as the basis for the following section.

Del Mar’s Multifamily Housing Stock

According to Del mar Municipal Code (DMMC), a multifamily dwelling is “A building, portion thereof
or buildings used for occupancy by three or more families... living independently of each other, and
containing three or more dwelling units...”® According to 2011-2015 American Community Survey
estimates, roughly 38 percent of Del Mar’s housing stock in 2015 consisted of three or more units (See
Figure 3).”° Del Mar’s Housing Element also stipulates that roughly 30 percent of the City’s housing
stock is comprised of multifamily projects of various types."

Figure 3. Del Mar Housing Stock Estimates

2010 | 2015
Units in Structure % of Units % of Units,
rounded

1 unit, detached 1,386 51% 1,384 49% 0%

1 unit, attached 540 20% 185 7% -66%
2 units 106 4% 192 7% 81%
3 or 4 units 102 4% 97 3% -5%

5 to 9 units 39 1% 77 3% 97%
10 to 19 units 242 9% 466 17% 93%
20 or more units 297 1% 413 15% 39%
Total units 2,712 100% 2,814 100% 4%

Source: US Census Bureau, Selected Housing Characteristics. 2011-2015 American Community Survey 5-
Year Estimates

8 Cal. Gov't Code §§65583(1)(a) and (c) provide that no more than 25 percent of a RHNA requirement may be met
through rehab, conversion, or preservation. Converted units must not be acquired by eminent domain, must
increase the overall affordable housing stock, and must be rent restricted with covenants in place for at least 55
years, and, except in the case of substantial rehab, must be part of a project with at least three units.

9 DMMC 30.04.010 K.

'° The statistical figures estimated by American Community Surveys include large margins of error and should
be considered with reservation and, if possible, crosschecked to ensure consistency.

" City of Del Mar Community Plan: Housing Element 2013-2021, April 2013, p.1.



In both 2010 and 2015 estimates, multifamily complexes with more than ten units constituted the
majority of multifamily units (80 percent and 84 percent of the multifamily housing stock,
respectively). In terms of age of residential buildings, American Community Survey Estimate in 2015
indicates that 85 percent of Del Mar’s housing stock was built before 1990 (See Figure 4).

Figure 4.

Year Structure Built % of Units
2014 or later o] 0%
2010 t0 2013 55 2%
2000 t0 2009 165 6%
1990 t0 1999 191 7%
1980 to 1989 424 15%
1970 t0 1979 779 28%
1960 t0 1969 619 22%
1950 t0 1959 354 13%
1940 t0 1949 184 7%
1939 or earlier 43 2%
Total 2,814 100%

US Census Bureau, Selected Housing Characteristics. 2011-2015 American Community Survey 5-Year
Estimates

Moreover, most of the City’s residential buildings, which are pre Proposition 13 ownership,” were built
between 1970 and 1979 (28 percent) and 1960 and 1969 (22 percent), respectively. Figure 5 outlines
the year structures were built for each unit type by tenure. As Figure 5 illustrates, no multifamily
owner-occupied units have been constructed in Del Mar since 2000. Most of such dwellings (65
percent) were built between 1960 and 1979, and 38 percent are structures that contain 2 to 4 units.
Similarly, there have been no multifamily renter-occupied units built since 2000. Most of the units in
this category (77 percent) were also built between 1960 and 1979, and 38 percent are structures that
contain 5 to 19 units.

The rest of this page is intentionally left blank

2 0n June 6™, 1978, nearly two-thirds of California’s voters passed Proposition 13, reducing property tax rates
on homes, businesses and farms by about 57%. Prior to Proposition 13, the property tax rate throughout
California averaged a little less than 3% of market value. Additionally, there were no limits on increases for the
tax rate or on individual ad valorem (assessed value of property) charges. Under Proposition 13 tax reform,
property tax value was rolled back and frozen at the 1976 assessed value level. California Tax Data, “What is
Proposition 13?” https://www.californiataxdata.com/pdf/Prop13.pdf.


https://www.californiataxdata.com/pdf/Prop13.pdf

Figure 5.

Year Structure
20 to 49

units

Built, by Tenure

Owner-Occupied Units

2010 or later 55 0 0 0 0 55
2000 t0 2009 96 0 0 0 0 96
1980 t0 1999 261 0 0 0 23 284
1960 to 1979 31 25 17 0 0 353
1940 t0 1959 349 0 0 0 0 349
1939 or earlier 24 0 0 0 0 24
Renter-Occupied Units

2010 or later 0 0 0 0 0 0
2000 t0 2009 16 0 0 0 0 16
1980 to0 1999 29 0 52 13 0 94
1960 t0 1979 12 72 228 138 137 687
1940 t0 1959 45 72 0 31 0 148
1939 or earlier 19 0 0 0 0 19

US Census Bureau, Selected Housing Characteristics. 2011-2015 American Community Survey 5-Year
Estimates (Tenure by Year Structure Built by Units in Structure,” )

Multifamily Housing Acquisition and Rehabilitation Prototypes
l. Prototype Project Descriptions

A potential strategy for the City to create affordable housing units within the next five years is the
acquisition, rehabilitation, and conversion of existing apartments within the City into affordable units.
At the time the report was prepared (April 2018), there were no multifamily units on the market in Del
Mar. Consequently, our report is based not on any specific available property, but instead on general
information regarding three representative types of existing multifamily housing projects: Small (12
units); Medium (25 units); and Large (100 units). This scenario assumes that a City-selected developer
or the City itself would acquire an existing apartment building to substantially rehabilitate and then
restrict some or all of the units to meet the City’s RHNA (Regional Housing Needs Allocation)
obligation. In an effort to assess the economic feasibility of potential acquisition/rehabilitation options
for the City, an economic feasibility analysis was prepared for alternative affordable housing scenarios.

Three development scenarios for the City were analyzed, as follows:

e Scenario A — Small Multi-Family — Acquisition of a 12-unit apartment complex for conversion
into 12 affordable rental units.

e Scenario B - Medium Multi-Family — Acquisition of a 25-unit apartment complex for conversion
into 24 affordable rental units and one market-rate manager unit.

13 United States Census Bureau, 2011-2015 American Community Survey 5-Year Estimates, “Tenure by Year
Structure Built by Units in Structure,”
https://factfinder.census.gov/faces/tableservices/jsf/pages/productview.xhtml?pid=ACS_15_5YR_B25127&prodTy
pe=table



e Scenario C- Large Multi-Family — Acquisition of a 100-unit apartment complex for conversion
into 22 affordable rental units, 77 market-rate rental units and one manager unit.

For each scenario, a detailed financial feasibility model was prepared. Exhibit 1 below presents a
comparison of the project descriptions for each scenario.

Exhibit 1: Prototype Project Descriptions

Number of Units

Density

Bedroom Types

Scenario A

Scenario B

Scenario C

Small Multi-Family

Medium Multi-Family

Large Multi-Family

12 Units

25 Units

100 Units

20 Units/Acre

1and 2 Bedrooms

25 Units/Acre

1and 2 bedrooms

35 Units/Acre

1,2, and 3 bedrooms

Parking 12 Spaces 25 Spaces 150 Spaces
Surface Surface/Tuck-Under Surface/Tuck-Under

Affordability Mix
Extremely Low 2 Units 4 Units 4 Units
Very Low 2 Units 3 Units 16 Units
Low 8 Units 17 Units 2 Units
Total Affordable 12 Units 24 Units 22 Units
Market-Rate 0 Units 0 Units 77 Units
Manager 0 Units 1 Unit 1Unit
Total 12 Units 25 Units 100 Units

Basis for Affordability
Mix

Falls short of RHNA goal;
affordability mix based
on pro rata allocation of
RHNA targets.

Meets RHNA goal;
increased number of
Low Income units to
allow for 100% of project
to be eligible for Low
Income Housing Tax
Credits

Meets RHNA goal;
increased number of Very
Low income units to
achieve favorable
financing for projects
with up to 20% Very Low
income. Income from
market-rate units could
be used to help subsidize
project.

10



Il.  Financial Feasibility

A detailed financial model was prepared to assess the financial feasibility of each scenario. Each
financial model included assumptions regarding development costs estimates, maximum affordable
rents, achievable market rental values, operating expenses, and available funding. Our detailed
financial models are presented in attached Tables 1-3, in a side-by-side forma, and briefly reviewed
below.

Exhibits 2 through 5 present comparisons of the estimated development costs, financing assumptions
and calculated financing gap for each alternative. The financing gap (Exhibit 4) is calculated as the
difference between total development costs (Exhibit 2) and total funding sources (Exhibit 3). As
shown in Exhibit 4, the analysis assumed funding sources available to each prototype would include a
combination of tax-exempt bonds debt, equity funding sources (i.e., 4% Low Income Housing Tax
Credits and developer equity investment in market-rate units), and deferred developer fee.

Exhibit 2 - Total Development Costs
Scenario A Scenario B Scenario C
Small Multi-Family Medium Multi-Family Large Multi-Family
12 Units 25 Units 100 Units
12 affordable units 24 affordable units 22 affordable
1 market-rate 77 market-rate units
(manager) unit 1 manager unit
Acquisition Costs $3,900,000 $7,500,000 $27,500,000
Direct Costs $1,283,000 $2,326,000 $12,911,000
Indirect/Financing Costs $1,224,000 $2,356,000 $6,316,000
Total Development Costs $6,407,000 $12,182,000 $46,727,000
Per Unit $534,000 $487,000 $467,000

It should be noted that the acquisition costs are an assumption based on a search of apartment
building sales comparables that have occurred since January 2014 in Solana Beach, Cardiff, and
Encinitas (west of Interstate 5), as no sales for apartment buildings were found within the City of Del
Mar. Specific properties have not been identified and potential relocation costs have not been
included in the cost estimate.

The rest of this page is intentionally left blank
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The following summarizes the potential funding sources that could be available for an

acquisition/rehabilitation project:

Exhibit 3 — Sources of Funds

Supportable Permanent
Loan

Tax Credits

Deferred Developer Fee
Developer Equity
Investment

Total Sources of Funds

Scenario A

Scenario B

Scenario C

Small Multi-Family
12 Units
12 affordable units

Medium Multi-Family

25 Units
24 affordable units
1 market-rate
(manager) unit

Large Multi-Family
100 Units
22 affordable
77 market-rate units
1 manager unit

$789,000

$1,826,000
$138,000

$0

$2,753,000

$1,480,000

$3,470,000
$263,000

$0

$5,213,000

$26,364,000

$3,086,000
$0

$3,998,000
$33,448,000

The comparison of total funding sources and total development costs yields a financing gap for all
three scenarios. As shown in Exhibit 5, the resulting financing gaps range between negative $3.7 million
and $13.3 million, as follows:

Exhibit 4 — Estimate of Financing Surplus/(Gap)

Scenario A

Scenario B

Scenario C

Small Multi-Family
12 Units
12 affordable units

Medium Multi-Family

25 Units
24 affordable units
1 market-rate
(manager) unit

Large Multi-Family
100 Units
22 affordable
77 market-rate units
1 manager unit

Sources of Funds $2,753,000 $5,213,000 $33,448,000
(Less) Development Costs ($6,407,000) ($12,182,000) ($46,727,000)
Financing Gap ($3,654,000) ($6,969,000) ($13,279,000)
Per Unit ($305,000) ($279,000) ($133,000)
Per Affordable Unit ($305,000) ($290,000) ($604,000)

The financing gaps above indicate that a developer would need to identify additional loan or grant
funds from a local, state, or federal funding source in order to develop affordable units within the City.
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As shown in Exhibit 5, absent acquisition costs, the development scenarios yield a financing
surplus, ranging between $246,000 and $14.2 million, as follows:

Exhibit 5 — Estimate of Financing Surplus/(Gap) — Excluding Acquisition Costs
Scenario A Scenario B Scenario C
Small Multi-Family Medium Multi-Family Large Multi-Family
12 Units 25 Units 100 Units
12 affordable units 24 affordable units 22 affordable
1 market-rate 77 market-rate units
(manager) unit 1 manager unit
Sources of Funds $2,753,000 $5,213,000 $33,448,000
L D I t Cost
(Less) Development Costs ($2,507,000) ($4,682,000) ($19,227,000)
excluding Acquisition
Financing Surplus $264,000 $531,000 $14,221,000
Per Unit $21,000 $21,000 $142,000
Per Affordable Unit $21,000 $22,000 $646,000

The financing surplus above indicate that a developer would not need an additional loan or grant funds
from a local, state, or federal funding source if acquisition of an existing apartment was available at
no cost.

The rest of this page is intentionally left blank
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Table 1.

ESTIMATED DEVELOPMENT COSTS
"22 IN 5" AFFORDABLE HOUSING PROGRAM

CITY OF DEL MAR
Scenario A Scenario B
Small Multi-Family Medium Multi-Family Large Multi-Family
Totals Per Unit Comments Totals Per Unit Comments Totals Per Unit Comments

l. Direct Costs”
Off-Site Improvements $78,000 $6,500 $3 /SF Site Area $131,000 $5,240 $3 /SF Site Area $373,000 $3,730 $3 /SF Site Area
On-Site Improvements $523,000 $43,583 $20 /SF Site Area $871,000 $34,840 $20 /SF Site Area $3,111,000 $31,110 $25 /SF Site Area
Parking S0 S0 Included above ] S0 Included above ] S0 Included above
Building Rehabilitation $585,000 $48,750 $50 /SF GBA $1,138,000 $45,520 $50 /SF GBA $8,312,000 $83,120 $75 /SF GBA
FF&E/Amenities $36,000 $3,000 Allowance $75,000 $3,000 Allowance $500,000 $5,000 Allowance
Contingency $61,000 $5,083 5.0% of Directs $111,000 $4,440 5.0% of Directs $615,000 $6,150 5.0% of Directs
Total Direct Costs $1,283,000 $106,917 $110 /SF GBA $2,326,000 $93,040 $102 /SF GBA $12,911,000 $129,110 $116 /SF GBA

Il. Indirect Costs
Architecture & Engineering $77,000 $6,417 6.0% of Directs $140,000 $5,600 6.0% of Directs $775,000 $7,750  6.0% of Directs
Permits & Fees” $240,000 $20,000 Allowance $500,000 $20,000 Allowance $2,000,000 $20,000 Allowance
Legal & Accounting $19,000 $1,583 1.5% of Directs $35,000 $1,400 1.5% of Directs $194,000 $1,940 1.5% of Directs
Taxes & Insurance $19,000 $1,583 1.5% of Directs $35,000 $1,400 1.5% of Directs $194,000 $1,940 1.5% of Directs
Developer Fee - Non-Tax Credit Units sS0 ] 0.0% of Directs ] ] 0.0% of Directs $398,000 $3,980 3.1% of Directs
Developer Fee - Tax Credit Units $691,000 $57,583 53.9% of Directs $1,313,000 $52,520 56.4% of Directs $1,168,000 $11,680 9.0% of Directs
Marketing/Lease-Up $18,000 $1,500 Allowance $38,000 $1,500 Allowance $150,000 $1,500 Allowance
Contingency $32,000 $2,667 3.0% Above Indirects $62,000 $2,480 3.0% Above Indirects $146,000 $1,460 3.0% Above Indirects
Total Indirect Costs $1,096,000 $91,333 85.4% of Directs $2,123,000 $84,920 91.3% of Directs $5,025,000 $50,250 38.9% of Directs

Il Financing Costs® $128,000  $10,667 10.0% of Directs $233,000 $9,320 10.0% of Directs $1,291,000  $12,910 10.0% of Directs

||V. Total Development Costs excluding Acquisition $2,507,000 $208,917 $214 /SFGBA $4,682,000 $187,280 $206 /SFGBA $19,227,000 $192,270 $173 /SFGBA |

V. Add: Acquisition Costs $3,900,000 $325,000 $333 /SF GBA $7,500,000 $300,000 $330 /SF GBA $27,500,000 $275,000 $248 /SF GBA

|VI. Total Development Costs with Acquisition $6,407,000 §$533,917 $548 /SFGBA $12,182,000 $487,280 $535 /SFGBA $46,727,000 $467,270 $422 /SFGBA |

(1) Does not assume the payment of prevailing wages.
(2) Estimate; not verified by KMA or City.

(3) Allowance for loan fees, interest during construction/lease-up, title/recording/escrow, and operating reserves.
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Table 2.

ESTIMATED NET OPERATING INCOME
"22 IN 5" AFFORDABLE HOUSING PROGRAM
CITY OF DEL MAR

Scenario A Scenario B
Small Multi-Family Medium Multi-Family Large Multi-Family

I.  Gross Scheduled Income Unit Size  Units S/SF $/Month Annual Unit Size  Units S/SF $/Month Annual Unit Size  Units S/SF $/Month Annual
A. OneBedroom
30% of AMI 800 SF il $0.54 $430 $5,000 775 SF 2 $0.55 $430 $10,000 750 SF 1 $0.57 $430 $5,000
50% of AMI 800 SF 1 $0.93 $747 $9,000 775 SF 3 $0.96 $747 $9,000 750 SF 5 $1.00 $747 $45,000
60% of AMI 800 SF 3 $1.13 $906 $33,000 775 SF 7 $1.17 $906 $76,000 750 SF 1 $§1.21 $906 $11,000
Market-Rate 800 SF 0 $0.00 $0 $0 0 SF 0 $0.00 $0 $0 750 SF 23 $320  $2,400 $662,000
Subtotal 800 SF 5 $0.98 $783 $47,000 775 SF 10 $1.02 $792 $95,000 750 SF 30 $2.68 $2,008 $723,000
B. Two Bedroom
30% of AMI 1,100 SF 1 $0.00 $475 $6,000 1,000 SF 2 $0.48 $475 $11,000 1,050 SF 2 $0.45 $475 $11,000
50% of AMI 1,100 SF 1 $0.76 $832 $10,000 1,000 SF 2 $0.83 $832 $20,000 1,050 SF 9 $0.79 $832 $90,000
60% of AMI 1,100 SF 5 $0.00 $1,010 $61,000 1,000 SF 10 $1.01 $1,010 $121,000 1,050 SF 1 $0.96 $1,010 $12,000
Market-Rate 0 SF 0 $0.00 S0 S0 0 SF 0 $0.00 S0 S0 1,050 SF 42 $2.76 $2,900 $1,462,000
Manager 0 SF 0 $0.00 S0 S0 1,000 SF 1 $0.00 S0 S0 1,050 SF 1 $0.00 $s0 S0
Subtotal 1,100 SF i $0.83 $917 $77,000 1,000 SF 15 $0.84 $844 $152,000 1,050 SF 55 $2.27 $2,386 $1,575,000
C. Three Bedroom
30% of AMI 0 SF 0 $0.00 S0 S0 0 SF 0 $0.00 S0 S0 1,300 SF 1 $0.40 $522 $6,000
50% of AMI 0 SF 0 $0.00 S0 S0 0 SF 0 $0.00 $0 S0 1,300 SF 2 $0.71 $918 $22,000
60% of AMI 0 SF 0 $0.00 $0 $0 0 SF 0 $0.00 $0 $0 0 SF 0 $0.00 $0 $0
Market-Rate 0 SF 0 $0.00 $0 $0 0 SF 0 $0.00 $0 $0 1,300 SF 12 $269  $3,500 $504,000
Subtotal 0 SF 0 $0.00 S0 S0 0 SF 0 $0.00 S0 S0 1,300 SF 15 §2.27 $2,956 $532,000
D. Total/Average 975 SF 12 $0.88 $861 $124,000 910 SF 25 $0.90 $823 $247,000 998 SF 100 $2.42 $2,358 $2,830,000
E. Add: Other Income $20 /Unit/Month $3,000 $20 /Unit/Month $6,000 $40 /Unit/Month $48,000
F. Total Gross Scheduled Income (GSI) $127,000 $253,000 $2,878,000
1l. Effective Gross Income (EGI)
(Less) Vacancy 5.0% of GSI $6,000 5.0% of GSI $13,000 5.0% of GSI $144,000
Total Effective Gross Income (EGI) $121,000 $240,000 $2,734,000
1. Operating Expenses
(Less) Operating Expenses $5,000 /Unit/Year ($60,000) $5,000 /Unit/Year ($125,000) $5,000 /Unit/Year ($500,000)
(Less) Property Taxes $0 /Unit/Year so W $0 /Unit/Year so W $3,570 /Unit/Year ? ($357,000)
(Less) Replacement Reserves $300 /Unit/Year ($4,000) $300 /Unit/Year ($8,000) $300 /Unit/Year ($30,000)
(Less) Monitoring Fees $150 /Unit/Year'¥ ($2,000) $150 /Unit/Year'¥ (64,000} $150 /Unit/Year ™ ($3,000)
Total Expenses $5,500 /Unit/Year ($66,000) $5,480 /Unit/Year ($137,000) $8,900 /Unit/Year ($890,000)
54.5% of EGI 57.1% of EGI 32.6% of EGI
[1v. Net Operating Income $55,000 $103,000 $1,844,000 |

(1) Assumes that the project will receive tax-exempt status.

(2) Property taxes are based upon the value of the market-rate units and do not apply to the affordable units.

(3) Per affordable unit.

15



Table 3.

ESTIMATED FINANCING GAP
“22 IN 5" AFFORDABLE HOUSING PROGRAM
CITY OF DEL MAR

. Sources of Funds

Scenario A
Small Multi-Family

Scenario B
Medium Multi-Family

‘ Large Multi-Family |

Supportable Permanent Loan $789,000 $1,480,000 $26,364,000
Low Income Housing Tax Credit Equity $1,826,000 $3,470,000 $3,086,000
Deferred Developer Fee $138,000 $263,000 S0
Developer Equity Investment S0 S0 $3,998,000
Total Sources of Funds $2,753,000 $5,213,000 $33,448,000
Il. (Less) Development Costs {$6,407,000) {$12,182,000) {$46,727,000)
lll. Financing Surplus/(Deficit) ($3,654,000) ($6,969,000) ($13,279,000)
Per Total Unit ($305,000) ($279,000) ($133,000)
Per Affordable Unit ($305,000) ($290,000) ($604,000)
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Analysis

Pros: Del Mar’s older renter-occupied multifamily buildings with more than 10 units could have
potential for acquisition, rehabilitation and conversion, and help the City meet a percentage of its
RHNA requirements. Based on the financial feasibility model developed for this scenario, in addition
to available funding resources, roughly $3,654,000 would be required to obtain and renovate a 12-unit
multifamily building and convert it into affordable housing, while $6,969,000 will be required to fill the
financing gap for the acquisition/rehabilitation and conversion of a 25-unit multifamily building in Del
Mar.

Cons: Acquisition and conversion of a rental multifamily building in Del Mar could be a controversial
and costly scenario, as this process involves relocation and displacement of the existing tenants.
Furthermore, the financing gaps estimated for different development models could pose significant
barriers to this scenario. Given the existing balance of the City’s Housing Assistance Reserve Fund
(482,000 in January 2018), if the City were to obtain a prototypical multifamily building, a considerable
financing gap would need to be filled. Potential developers also need to seek additional loans or grants
from local, state, or federal agencies and institutions to fill the financing gaps.

Allin all, acquisition and conversion of a rental multifamily building(s) to affordable housing could be
a strategy to meet the City’s RHNA requirements. Considering all contingencies surrounding the
process, this approach could be evaluated as a medium-priority, medium-feasibility scenario with
medium economic desirability.

Recommendations:

e Make an inventory of rental multifamily buildings in Del Mar that have potential for
acquisition/conversion, and act as a mediator between developers and landlords. The potential
impacts of the process on the community should be carefully scrutinized.

e C(Collaborate with developers to identify potential funding resources from local, state, or
federal agencies and institutions that could be tapped into for acquisition and conversion of
rental multifamily buildings. The City could develop multiple public-private partnership options
to address the financing gaps. For instance, upon City Council approval, a portion of the
required funds could be provided by the City (in exchange for a number of affordable units)
and the developer has to find other resources to finance the remainder. Even landlords could
be engaged in such programs.

B. Obtain Single-Family Homes

As mentioned in the previous section, the majority (70 percent) of Del Mar’s existing housing stock
consists of single-family units. There are no mobile homes in Del Mar. Since the City is essentially built-
out, only a limited amount of land remains for future residential development." While the
acquisition/conversion of single-family homes could be regarded as another strategy to create
additional affordable housing in the City, it may not be part of a solution to meet the City’s RHNA
requirements for affordable housing because state law requires that to be counted towards RHNA,
converted units must be in multifamily buildings, unless they are substantially rehabilitated.” In this
section various dimensions of this scenario will be scrutinized.

'4 City of Del Mar Community Plan: Housing Element 2013-2021, April 2013, p.1.

15 Cal. Gov’t Code §§65583(1)(a) and (c) provide that no more than 25 percent of a RHNA requirement may be met
through rehab, conversion, or preservation. Converted units must not be acquired by eminent domain, must
increase the overall affordable housing stock, and must be rent restricted with covenants in place for at least 55
years, and, except in the case of substantial rehab, must be part of a project with at least three units.
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Background

Del Mar is not affordable for low-income renters and buyers. The current “price-to-rent” ratio® in the
City is 20.77 (as of July 2017). The City’s average yearly price-to-rent ratio has decreased each year from
a high of 21.91in 2014 to 20.55 in 2017 (year-to-date). Therefore, renting is a more economically sound
decision for many residents of the City. However, the market rates for single-family rentals over the
past couple of years indicate that these housing types are beyond the reach of lower income families.
The average monthly median rent for a single-family home in Del Mar was $11,364 in 2016, a 34 percent
increase since 2011. There was a one percent decrease in 2012 in average monthly median rent,
followed by a one percent and three percent increase in 2013 and 2014, respectively. In 2015, the
median rent jumped up 14 percent, followed by a 15 percent increase in 2016. In 2017, median rents
have decreased by 10 percent, but are still over $10,000 per month."”

The sales market has been equally competitive and unaffordable for moderate to low income families.
The current median sale price for a single-family home in Del Mar is $2,464,800 (as of July 2017). The
annual average median sale price for a single-family home has increased each year from $2,201,880 in
2013 t0 $2,520,642 in 2016, an increase of 15 percent. In 2017, the average median sale price decreased
by 0.3 percent for an average of $2,512,786 (year-to-date).” Using the current median sale price of
$2,464,800, the estimated mortgage payment for a median-priced single-family home in Del Mar
would be about $4,477 per month, using a 3.74 percent conventional fixed mortgage rate (as of August
2017)." To purchase a single-family one-dwelling unit in the City, a household would need an annual
income of about $179,080.

Analysis

A review of the majority of single-family homes that are for sale in Del Mar in July 2017 showed that
with the median list price per square foot at $1,527 and the median list price per structure at
$3,395,000, the conversion of an existing single-family home for affordable housing is a cost-
prohibitive, last-resort scenario.*

Pros: Obtaining single-family homes could help the city create affordable housing. At existing market
rates, $54.2 million would be required to buy 22 single-family units; alternatively, $250,000 per month
would be needed to rent 22 single-family units.

Cons: Conversion of single family homes to affordable housing does not satisfy RHNA requirements.
Furthermore, given the existing balance of the City’s Housing Assistance Reserve Fund ($482,000 in
January 2018), if the City were to purchase single-family units, a significant financing gap would need
to be filled. The Del Mar Housing Corporation is paying roughly $7,000 in rental subsidies per month,

16 The “price-to-rent” ratio is a well-established economic principle used for real estate valuation. It is typically
calculated as the ratio of home prices to annualized rent in a given location. At its most basic level, the price-to-
rent ratio is a benchmark for understanding whether is it better to rent or buy a property. A price-to-rent ratio
of 1to 15 indicates it is much better to buy than rent; a price-to-rent ratio of 16 to 20 indicates it is typically
better to rent than buy; and a price-to-rent ratio of 21 or more indicates it is much better to rent than buy.
Investopedia, “Price-to-Rent Ration,” https://www.investopedia.com/terms/p/price-to-rent-
ratio.asp?lgl=myfinance-layout-no-ads. Accessed 1.1.18.

7 ZRI Time Series: SFR ($), Zillow.com. https://www.zillow.com/research/data/#rental-data. Accessed 9.1.17.

'8 ZHVI Single-Family Homes Time Series ($), Zillow.com. https://www.zillow.com/research/data/#median-home-
value. Accessed 9.1.17.

' Conventional 30-Year Fixed Mortgage Rates, Zillow.com. https://www.zillow.com/research/data/#other-
metrics. Accessed 9.1.17.

20 https://www.zillow.com/del-mar-ca/home-values/
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and without a steady source of funding or revenue to cover the differentials, the estimated costs to
rent 22 single-family units is well beyond Del Mar’s Housing Assistance Reserve Fund. The Housing
Assistant Reserve Fund would need to increase to $53.7 million for purchase or approximately $3
million annually for long-term rentals.

Because of the fact that single-family home conversion does not count towards RHNA unless it
undergoes substantial rehabilitation, coupled with high sales prices and rental rates of single-family
homes in the City, acquisition of single-family homes is not an economically feasible scenario to achieve
22 affordable units.” As a result, this is the most expensive, lowest priority scenario for the City of Del
Mar.

Recommendation:

e Refrain from the acquisition/conversion of single-family homes, as it is not a realistic strategy.

C. Encourage Condominium Conversion and Revise In-Lieu Housing Mitigation Fees*
Facilitating condominium conversion is a potential strategy to meet the City’s RHNA requirements for
affordable housing. In this section various aspects of this scenario will be analyzed.

Background

With a view to protecting Del Mar’s stock of apartment units, the City, historically, prohibited the
conversion of apartments to condominiums when the respective apartment or multifamily building
was non-conforming in terms of density.?> In light of the City’s 2013-2021 Housing Element (Housing
Element Objective #1), this regulation was revisited and eventually modified in 2015 when the City
adopted code amendment ordinance No. 905 to specifically allow condominium conversions of over-
density residential complexes.>* The ordinance allows conversion of dwelling units located on a
property that is non-conforming with the underlying zoning designation's maximum density
development standards.”> Conversion types allowed include condominium, community apartment
project, stock cooperative project, and tenancy-in-common forms of ownership, as long as the
proposed conversion will be compliant with all other applicable provisions of the Del Mar Municipal
Code, including Affordable Housing Mitigation requirements.?

The City’s Condominium Conversion Ordinance initially required that the conversion of three or more
rental units into condominiums be conditioned such that two-thirds (67 percent) of the total number
of converted units be set-aside and offered for rent at or below the “Fair Market Rent” to very low-
income tenants (with incomes not exceeding 50 percent of the AMI). The original intent of the two-
thirds set-aside requirement was to preserve the City’s existing market-rate rental housing stock of

*' Title 30 - Zoning, City of Del Mar. http://www.delmar.ca.us/222/Title-30---Zoning. Accessed 9.1.17.

22 Cal. Gov’t Code §§65583(1)(a) and (c) provide that no more than 25 percent of a RHNA requirement may be met
through rehab, conversion, or preservation. Converted units must not be acquired by eminent domain, must
increase the overall affordable housing stock, and must be rent restricted with covenants in place for at least 55
years, and, except in the case of substantial rehab, must be part of a project with at least three units.

3 As an example, when the number of units on the site exceeded the number of dwelling units per acre as
specified in the underlying zoning designation, the property is non-conforming and prohibited from
conversion. Most apartments that held a non-conforming density status were built either before the City’s
incorporation in 1959, or before the adoption of the Del Mar Community Plan in 1976.

24 “City of Del Mar ‘22 In 5’Program, Opportunities/Considerations for Conversion of Multi-Dwelling properties
to Affordable Housing,” May 23, 2017, pp. 3-5.

% DMMC 24.40.110 A.

26 DMMC 24.40.110 A.
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three or more units. While this ordinance was effective in serving its purpose, it did not result in
providing opportunities for lower income households in the community. As housing costs continue to
rise, marker-rate rental housing is becoming less affordable for lower income households.”” In
November 2017, for instance, the median rent rates for studio, one-bedroom, two-bedroom, and three-
bedroom apartment units in Del Mar were $2,000, $2,364, $3,900, and $6,900 respectively, making the
rental market cost-prohibitive to households whose income is lower than 80 percent of Area Median
Income.?® According to HUD, FY 2018 Fair Market Rents in Del Mar for one-bedroom, two-bedroom,
three-bedroom, and four-bedroom apartment units are estimated at $1,830, 2,380, 3,240, and $4,190,
respectively.?

The City of Del Mar has already taken some steps to allow condominium conversions while ensuring
the establishment of designated affordable housing units. For example, the City’s inclusionary housing
mitigation requirements, identified in DMMC Chapter 24.21, was amended so that 20 percent of units
in new and converted condominium projects (with more than ten units) must be reserved as rentals
for 55 years for low, very low, and/or extremely low households.3° Fiscal factors that may apply to
condominium conversion of multifamily apartments (three or more units) include Tenant Relocation
Payment, Curing of Zoning Non-Conformities other than density, and Property Upgrades in
Compliance with Uniform Building Codes.>'

Condominium conversion has been practiced in Del Mar. Between 2010 and 2017, the City has received
17 applications for condo conversions. In general, the creation of a condominium type of ownership in
Del Mar is a two-step process. The first step requires approval of a Tentative Parcel Map (TPM) through
public hearings at both the Planning Commission and the City Council. The second step is the approval
of the Parcel Map itself, which does not require a public hearing. The City Council is required to approve
the Parcel Map if it is found to be in conformance with the previously approved Tentative Parcel Map.
Approval of the Parcel Map allows the applicant to record the subdivision.3* Despite all associated fees,
condominium conversion has proved to be a profitable endeavor for property owners. For instance,
in March 2015 the City Council approved the conversion of a duplex home, within the RM-Central Zone,
to two condominium units. The conversion process has increased the cumulative market value of the
subdivided properties by 30 percent. While the market value of the duplex property before subdivision
was estimated at $1,963,349, the three and two-bedroom condominium units are now roughly priced
at $1,600,875 and $957,621, respectively.3

Analysis

*7 City of Del Mar Community Plan: Housing Element 2013-2021, April 2013, p.47.

28 These figures were calculated based on the available rentals in the City. Del Mar Rental Buildings, Zillow.com.
https://www.zillow.com/homes/Del-Mar-CA_rb/. Date of Access: 11/14/17.

*9 HUD USER, “San Diego-Carlsbad, CA MSA Small Area FY 2018 Fair Market Rents,”
https://www.huduser.gov/portal/datasets/fmr/fmrs/FY2018_code/2018summary.odn.

30 City of Del Mar Municipal Code, “Chapter 24.21- Dedication: Affordable Housing Mitigation,”
https://library.municode.com/ca/del_mar/codes/municipal _code?nodeld=TIT24SU_CH24.21DEAFHOMI_24.21.02
5AFHOMIRECODWUNCOSTCOCOAPCOPR

3" Keyser Marston Associates, “City of Del Mar ‘22 In 5’ Program, Opportunities/Considerations for Conversion
of Multi-Dwelling properties to Affordable Housing,” May 23, 2017, pp. 3-5.

32 City of Del Mar Staff Report, “Parcel Map for TPM-05-03; A request for approval of a Parcel Map to create
two condominium units on a property located at 327 and 329 10th Street, in the RM-Central Zone,” March 5,
2012. http://www.delmar.ca.us/AgendaCenter/ViewFile/ltem/634?fileID=659. Date of Access: 11/14/17.

33 Del Mar CA Duplex & Triplex Homes, Zillow.com https://www.zillow.com/homes/for_sale/Del-Mar-
CA/condo_type/8185 rid/32.976736,-117.253519,32.94703,-117.299653_rect/14_zm/ . Date of Access: 11/14/17.
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Pros: As indicated in Del Mar’s 2013-2021 Housing Element, given the high cost of land acquisition and
home ownership in the City, affordable rental housing should be encouraged and strengthened across
Del Mar. To this end, encouraging condominium conversion could yield fruitful results in Del Mar as
most of the existing multifamily rental units in the community have potential to convert to a
condominium form of ownership. A report3* commissioned by the City in May 2017 has evaluated the
opportunities for conversion of 12 renter-occupied apartment complexes— 380 units in total®>— in
light of the recent code amendments. The report has estimated that through the 20 percent “set-
aside” requirement, up to 74 affordable rental housing units could be created, helping the City meet
its existing and future RHNA obligations. According to the report, all 12 complexes are exempt from
Curing of Zoning Non-conformities;3* however, landlords/subdividers will be required to make Tenant
Relocation Payments as well as cover upgrade and remodeling expenses associated with each
building.3” Not only would the City benefit from the 20 percent “set-aside” requirements, it could also
facilitate property upgrades for its aging multifamily apartment units. Furthermore, as will be
discussed in the following section, the “set-aside” requirement could be replaced with the In-Lieu
Housing Mitigation fees which would generate revenue for the City’s Housing Assistance Reserve
Fund.

Cons: Condominium conversion could eventually result in the depletion of the inventory of rental
apartment units in Del Mar. As discussed earlier, due to increasing housing costs and sales rates in Del
Mar, the conversion of multifamily units (in the case of duplexes or two-unit homes) to a condominium
form of ownership would not necessarily create affordable dwellings for lower income families.

Condominium conversion could help the City meet its RHNA obligations. Given the high cost of land
acquisition and home ownership, encouraging condominium conversion (in particular in the case of
multifamily buildings with more than five units) would be one of the least expensive, high-priority, and
medium-feasibility scenarios available to the City of Del Mar to achieve 22 affordable units.

Recommendations:

e Proactively encourage condominium conversion by publicizing new amendments, easing
existing regulations, and cooperating with landlords/subdividers.

e Adopt a public outreach action plan to inform the potential landlords, developers, and
financiers about the possibilities and options that the City’s Affordable Housing Mitigation
Requirements for conversion of dwelling units would offer.

e Consider code amendments in such areas as Curing of Zoning Non-conformities and
Compliance with Uniform Building Codes to facilitate condominium conversion.

e Grant exemptions, when possible, to non-conforming buildings with respect to compliance
with current Building and Zoning Codes.

e Permit conversion when landlords/subdividers are willing to go above the required provisions
in the law— for instance, when double the otherwise required number of reserved units are
provided, or if double the in-lieu housing mitigation fee is paid.

34 Keyser Marston Associates, “City of Del Mar ‘22 In 5’Program, Opportunities/Considerations for Conversion
of Multi-Dwelling properties to Affordable Housing,” May 23, 2017
35 The breakdown of the units is as follows: (87+16+15+21+22+28+12+54+12+97+4+12)
3% In some cases, older apartment complexes that have non-conforming densities may also be non-conforming
in terms of the underlying zone’s construction standards, such as maximum floor area ratio, height or lot
coverage. However, Section 30.76.120 of Del Mar’s Zoning code provides flexibility for remodeling or rebuilding
of residential developments with three or more units.
37 Keyser Marston Associates, “City of Del Mar ‘22 In 5’ Program, Opportunities/Considerations for Conversion
of Multi-Dwelling properties to Affordable Housing,” May 23, 2017, pp. 3-5.
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e (ollaborate with landlords/subdividers to find innovative mechanisms to finance Tenant
Relocation Payment.

e Cap the number of converted units permitted in each planning cycle to ensure that the
development of new condominiums would not disproportionately diminish the stock of multi-
family rental housing in the community. The maximum number of condo conversion allowed
could equal Del Mar’s assigned share of RHNA-allocated affordable housing units in each
planning period.

In-Lieu Housing Mitigation Fees

An In-lieu housing mitigation fee is a fee paid to the City by a landlord/subdivider in accordance with
the provisions of Del Mar Municipal Code, Chapter 24.21, as a means to offset and mitigate the adverse
impacts that a subdivision, including condominium conversion, would have on providing housing
opportunities within the community for a wide range of income levels.3® In-lieu housing mitigation fees
are deposited into the City’s Housing Assistance Reserve Fund. The current rate of the in-lieu fee is
$23,508 per unit;*® however, this rate is under consideration for a fee revision as part of a separate
process. Revising the in-lieu fees could be regarded as a potential strategy to help the City develop its
programs for lower income housing.

Analysis
Pros: The In-Lieu Housing Mitigation Fee may help the City accumulate capital to finance a wide range
of affordable housing projects.

Cons: Adjusting the In-Lieu Housing Mitigation Fee might be seen by developers/subdividers as a

deterrent to condominium conversion.

Recommendation:
e Adjust Del Mar’s In-Lieu Housing Mitigations Fees.

To date, the accumulation of fees in the City’s Housing Assistance Reserve Fund (as of January 2018, it
amounted to $482,000) has not grown to a level that would support the high cost of land acquisition
or construction costs for affordable units in the 2013-2021 Housing Element cycle.*° A revision of the
In-Lieu Housing Mitigation fee from the existing flat rate of $23,508 per unit to a per-square-foot fee
formula might be a viable scenario for the City to increase its financial reserves for affordable housing.
For instance, had a mitigation fee of $30 per square foot been applied for 17 condominium conversion
applications that the City has received between 2010 and 2017, the city could have generated more
than three times as much revenue as it did during this period (roughly an additional $950,000).#

e The City Council should adopt an ordinance to enable the City to tap into the Housing
Assistance Fund to finance various affordable housing projects.

38 City of Del Mar Municipal Code,” Chapter 24.21- Dedication: Affordable Housing Mitigation,”
https://library.municode.com/ca/del_mar/codes/municipal_code?nodeld=TIT24SU_CH24.21DEAFHOMI_24.21.02
5AFHOMIRECODWUNCOSTCOCOAPCOPR
39 City of Del Mar Community Plan: Housing Element 2013-2021, April 2013, p.46.
40 City of Del Mar Community Plan: Housing Element 2013-2021, April 2013, p.81.
4 Keyser Marston Associates,” Nexus Study on Housing Mitigation Measures and Fees,” Draft Version.
September 2017.
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Solutions Framework Strategy #2: Unlock Land for Development of City-Owned Sites and Rezoning

Land can be “unlocked” by either making publicly-owned land available for development, or by
rezoning land so that residential development can occur. The strategies here include unlocking various
parcels owned by the City, and rezoning the North Commercial and Professional Commercial zones to
allow for residential uses.

A. Unlock Larger City-Owned Sites
i.  The Shores Property (Portions of the Park)
One of the City-owned properties with potential for residential/affordable housing development is the
Shores Property. This section explores four alternative scenarios for portions of the Shores Property
that could help the city meet its RHNA requirements for affordable housing.

The 5.4 acre Del Mar Shores Property, located west of Camino Del Mar, south of gth Street, and east
of Stratford Court, was purchased by the City of Del Mar from Del Mar Unified School District in 2008
(See Figure 6). The property was acquired with the intentions of preserving open space and
recreational uses, and allowing the continued operation of its current occupant, The Winston School.
Apart from the portion leased by The Winston School, a section of the property (roughly 2 acres in
size), known as Shores Park, is currently used for informal recreation and as an intermittent dog park.
The former Del Mar Unified School District buildings on the site are used by two Del Mar non-profit
organizations — Del Mar Community Connections and the Del Mar Foundation. A master planning
process has been launched to develop a long-range vision to guide the park’s future development,
facilities, and programs, as well as a plan for implementation.# The City Council has nominated eight
community members to serve on the Shores Advisory Committee and the committee is working with
the City Council on various recreational and educational options for the site.

Any use of all or part of the property as residential would require a Zoning change and subsequent
CEQA analysis. Changing the land use from the Public Facilities zone and its recreational uses could
potentially require additional funding commitments based on the conditions of purchase.®

42 City of Del Mar Website, “Shores Park Master Plan,” http://www.delmar.ca.us/452/Shores-Park-Master-Plan.
Date of Access: 11/14/17.
43 Purchase and Sale Agreement and Escrow Instructions between The City of Del Mar and The Del Mar Union
School District. 07/31/07.
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Figure 6. The Shores roprty (Source: City aciliy Plannihg Std\y"(zo13), City of Del Mar Website)

Currently, the Shores Property is designated as Public Facilities (PF) Zone, which is designed for
“Publicly-owned land set aside, or in use, to support public schools and governmental offices and
facilities.”** A change in zoning would be necessary for any residential use. Based on the density and
housing types that the City’s zoning ordinance and the Housing Element have allowed in the blocks
surrounding the Shores Property, and the amount of land that each layout requires, our team explored
four different scenarios for the development of affordable housing on the site.

Shores Property Scenario 1.A

In order to retain the character of the neighborhood, Scenario 1.A calls for a subdivision and rezone of
roughly a half acre of the Shores Property to R1-5 Zone, which would mirror the residential block across
Camino Del Mar. The R1-5 (Medium Density Single-Family Residential) Zone would allow for one, single-
family unit per 5,000-square-foot lot, with a minimum depth and width of 9o feet and 50 feet,
respectively. The maximum lot coverage allowed is the greatest of either 45 percent of the lot or 3,000
square feet. Floor area ratio set for the site is the greatest of 30 percent or 2,000 square feet. Setback
requirements are as follows: 20 feet front, 20 feet rear, 5 feet interior side, and 10 feet street side. As
a result, this scenario would provide for eight homes — four single family homes, each with an ADU.
Two configurations could be envisaged for this scenario. In the first alternative, Figures 7 and 8, the
subdivisions would occupy the southern edge of the property (which is part of the land used as park),
fronting Hotel Del Mar. Driveways are accessed via an alley extended from Stratford Court (this alley

44 DMMC, “Public Facilities Zone,” Chapter 30.31.
https://gvhotlinks.storage.googleapis.com/ImageFiles_ DELMAR/pf.pdf
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could come all the way through to Camino Del Mar, or end just before Camino Del Mar as a cul-de-sac).
A driveway could also come off Camino Del Mar on the east side of the four parcels.

\SCENARIO‘LA | IRROR R-5 ACROSS CAMINO DEL MAR
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Figure 8. Shores Property Scenario 1.A. (First Alternative)

In the second alternative of Scenario 1.A, Figures 9 and 10, the four parcels would occupy the
southeastern edge of the Shores Property, lying along Camino Del Mar, perpendicular to Hotel Del
Mar. In this case, driveways are accessed via an extended alley from Stratford Court, with a left turn
behind the four parcels to provide access to each parcel. Parking requirements for this zone would call
for two garaged spaces per unit. However, since the Shores Property is within a half mile of public
transit (bus stop), parking requirements for the ADUs would be waived.

4 The City Council of the City of Del Mar, “Ordinance N0.932,” p.26.
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Figure 9. Shores Property Scenario 1.A. (Second Alternative)

Figure 10. Shores Property Scenario 1.A. (Secon-d Alternative)

Shores Property Scenario 2.A

Scenario 2.A, which is one of the most compact ways to provide four units, calls for a subdivision and
rezone of a 16,000-square-foot portion of the site to Medium Density Mixed South (RM-South) Zone.
The RM-South zoning is designed to allow single, duplex, and multifamily residential development, and
to preserve, to the extent possible, a village-like character in areas where predominantly multifamily
development already exists and is interspersed with vacant land. This scenario would provide for four
homes —-two duplexes— fronting the existing multifamily residential blocks. The RM-South zoning
would allow for two units on a minimum 8,000-square-foot lot. The maximum lot coverage allowed is
50 percent of the lot. Floor area ratio set for the site is 35 percent. Setbacks requirements are as
follows: 20 feet front, 20 feet rear, 10 feet interior side, and 10 feet street side. The building height may
not exceed 26 feet. Two arrangements could be envisaged for this scenario. In the first alternative,
Figures 11 and 12, the subdivisions would occupy the southwestern side of the property (which is part
of the land leased by The Winston School) and face the existing multifamily residential block.
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Driveways are accessed from the existing alley, which would likely need to be widened. Alternatively,
8th Street could be extended across Stratford to create a driveway access lane.

SCENARlO 2.A| EXTEND RM- SOUTH ONTO SITE
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Figure 12. Shores PropertyScenario 2.A. (First Alternative)

In the second alternative, Figures 13 and 14, the two parcels would face Stratford Court. In this
arrangement, driveways would go directly to Stratford Court. Alternatively, the driveways could be
accessed from a widened alley with a turn behind the two parcels. Parking requirements for this zone
would call for one garaged space per studio or one-bedroom; and two spaces for two- or three-
bedroom, one of which must be garaged.
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Figure 14. Shores Property Scenario 2.A. (Second Alternative)

Shores Property Scenario 3.A

Scenario 3.A would call for a subdivision and rezone of a 28,000-square-foot portion of the Shores
Property (which is part of the land leased by The Winston School) to RM-South Zone, mirroring the
apartments just south of the site. This scenario would provide for eight townhomes organized around
a central driveway similar to the apartments south of the site. In this scenario, similar to the residential
site south of the parcel, the alley would be widened, and a drive aisle would come northerly through
the middle of the site to provide driveway access on either side.

28



SCENARIO 3.A | EXTEND RM-SOUTH ONTO SITE (TOWNHOMES)
Rezone 28,000sf portion of site to RMS, which allows 12.5 units / acre., allowing 8 units. Units are organized around a central similar to the Just south of the site.
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Figure 15. Shores Property Scenario 3.A.

Shores Property Scenario 4.A

This scenario considers the site of the Shores Property vis-a-vis the two other City-owned properties,
the Public Works Yard and the Civic Center, and entails exchanging of functions across the three sites.
This scenario, which works in conjunction with Public Works Yard Scenario 1.B calls for rezoning of the
entire Shores Park, roughly 2 acres in size, to a zoning designation which allows a mixture of office and
residential uses at a density of 20-25 dwelling units per acre (See Figure 16). In doing so, this scenario
extends the zoning designation envisaged by the Housing Element for the adjoining Professional
Commercial (PC) Zone, which extends along Camino Del Mar, onto the site. This scenario also calls for
converting the Public Works Yard into a public park, and relocating the existing buildings, garage, and
warehouse, which are currently housed at the Public Works Yard, to the Shores Property or the
reserved areas on the new Civic Center Site. Assuming that 50 percent of the proposed acreage (i.e. 1
acre) will include a residential component at 20 dwelling units per acre, 20 affordable renter-occupied
units is expected to be achieved in the proposed mixed-use development on the Shores Park. The
remaining half of the site (1 acre) would accommodate the public works building and part of its
accessory spaces and facilities, such as offices, work areas, locker rooms, break rooms, as well as parts
rooms. The remaining portion of the public works facilities, including the garage and heavy equipment
warehouse, could be reconstructed in the developable section of Public Works Yard (Zone AE), on
flood-prevention design and construction principles. The storage bay could relocate to the new Civic
Center site.
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Figure 16. Shores Property Scenario 4.A

The rest of this page is intentionally left blank
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Pro Forma Round Il

To assess the economic feasibility of developing new units, an analysis was prepared assuming the
construction of affordable housing units on two hypothetical sites, as summarized in Exhibit 6.

Exhibit 6: Project Description — New Construction

1.0 Acres [ 17 Units 2.0 Acres [ 34 Units
Affordable Rental Affordable Rental et
Townhomes

Stacked Flats over

. Stacked Flats over Semi{ Townhomes with
Semi-Subterranean

Parking Subterranean Parking Private Garages
Site Size 1.0 Acres 1.0 Acres 1.0 Acres
Project Size 17 Units 17 Units 17 Units
Density 17 Units/Acre 17 Units/Acre 17 Units/Acre
Bedroom Types 1, 2, 3 bedrooms 1, 2, 3 bedrooms 2 and 3 bedrooms
Parking 34 Total Spaces 34 Total Spaces 39 Total Spaces
5 Surface Spaces 5 Surface Spaces 5 Surface Spaces

29 Semi-Subterranean | 29 Semi-Subterranean 34 Private Garages

Affordability Mix:

Extremely Low Income 4 units 4 units 0 units

Very Low 3 units 3 units 0 units
Income

Low Income 9 units 9 units 0 units

Total Affordable Units 16 units 16 units 0 units

Market Rate 0 units 0 units 17 units
Units

Manager Unit 1 units 1 units 0 units

Total Units 17 units 17 units 17 units
Basis for Affordability | Meets RHNA goal; Meets RHNA goal; RHNA goal met in
Mix number of Low number of Low rental project.

Income units Income units

increased to allow for | increased to allow for
100% of project to be | 100% of project to be

eligible for Low eligible for Low
Income Housing Tax | Income Housing Tax
Credits Credits

This analysis assumes that the City would acquire an improved property to develop a new residential
development. The City would then convey the site to a City-selected developer. As shown above, Site
#2 was assumed to be developed with a combination of new affordable rental units and market-rate
townhomes. Proceeds from the sale of the property for market-rate townhomes would be used to
offset any financing gap on the affordable units.
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Financial Feasibility

The financial feasibility of the new construction affordable housing development scenarios was
determined through the preparation of financial pro formas. Detailed financial models are presented
in attached Tables 4-8, in a side-by-side format, and briefly reviewed below.

As with the acquisition/rehabilitation scenarios discussed in this report, financial pro formas for the
two new construction development scenarios were prepared using estimates of development costs,
operating income and expenses, and achievable funding sources. Exhibit 7 provides a summary of the
total development costs estimated for Site #1 and Site #2.

Exhibit 7: Estimated Development Costs
Site #1 Site #2
Apartments Apartments Townhomes
16 Affordable 16 Affordable 17 Market Rate
1 Manager’s Unit 1 Manager’s Unit Units

Acquisition Costs $6,534,000 $6,534,000 $6,534,000
Direct Costs $5,351,000 $5,351,000 $5,173,000
Indirect Costs $1,972,000 $1,927,000 $1,218,000
Financing Costs $535,000 $535,000 $517,000
Total Development Costs $14,392,000 $14,392,000 $13,442,000
Per Unit $847,000 $847,000 $791,000

It should be noted that the acquisition costs are an assumption based on a search of land sale
comparables that have occurred since January 2014 in Del Mar, Solana Beach, Cardiff, and Encinitas
(west of Interstate 5). Specific properties have not been identified for the prototypes. No relocation
or lease buyout costs have been included in the cost estimates as the City will not be required to
relocate commercial tenants. As long as the properties are purchased by the City through traditional
means (i.e., without eminent domain), relocation costs are not required to be paid to displaced
commercial tenants. In such cases, the City’s obligations to commercial tenants will be controlled by
the leases held by those commercial tenants.

As shown in Exhibit 8, a residual land value analysis was used to estimate the amount that the City could
expect to receive from a market rate developer for a 1.0 acre residentially zoned site (Site #2).
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Exhibit 8: Residual Land Value - Site #2 Townhomes

Gross Sales Proceeds }321,375,000
(Less) Cost of Sale (51,069,000)
(Less) Threshold Developer Profit ($3,206,000)
Net Sales Proceeds $17,100,000
(Less) Total Development Costs (excluding Acquisition Costs) ($6,908,000)
Residual Land Value $10,192,000
Per Unit $600,000
Per SF Site Are $234

The gross sales proceeds are calculated assuming that the sales prices would range from $1,125,000 for
atwo-bedroom unit and $1,350,000 for a three-bedroom unit, or $900 per square foot. This assumption
was based on the median resale price for condominiums in Del Mar in September 2017 of $1,088,000,
or $822 per square foot (plus a slight premium for new construction).

After assuming cost of sale and developer profit factors of 5 percent and of 15 percent of gross
sales revenues, respectively, total residual value is estimated at approximately $10.19 million, or
$234 per square foot of land area.

Exhibit 9 summarizes the financing sources for Site #1 and the affordable housing component of Site
#2. As shown, the assumed funding sources available to each prototype would include a combination
of tax-exempt bond debt, equity funding in the form of 4 percent Low Income Housing Tax Credits,
funds from the sale of market rate townhome property (Site #2 only), and deferred developer fee.

Exhibit 9: Sources of Funds
Site #1 Site #2
Apartments Apartments
16 Affordable 16 Affordable
1 Manager’s Unit 1 Manager’s Unit

Supportable Tax-Exempt Bonds $872,000 $872,000
4% Tax Credit Equity $3,110,000 $3,110,000
Deferred Developer Fee $197,000 $197,000
Land Sales Proceeds $0 $10,192,000
Total Sources of Funds $4,179,000 $14,371,000
Per Unit $261,000 $898,000

The financing gap is calculated as the difference between total development costs (Exhibit 7) and total
funding sources (Exhibit 9). As shown, the comparison of total funding and total development costs
yields a financing gap for Site #1 and a financing surplus for Site #2.
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Exhibit 10: Estimate of Financing Surplus/(Gap)
Site #1 Site #2
Apartments Apartments
16 Affordable 16 Affordable
1 Manager’s Unit 1 Manager’s Unit
Total Sources of Funds $4,179,000 $14,371,000
(Less) Total Development Costs ($14,392,000) ($14,392,000)
Total Financing Surplus/(Gap) ($10,213,000) ($21,000)
Per Unit ($601,000) ($1,000)

As illustrated above, assuming that the prototype sites are acquired for $150 per square foot of land
area, Site #1 results in a net financing gap of $10.21 million that would be required to be filed in order
for the prototype project to be feasible. The financing gap for Site #1 indicates that a developer would
need to identify additional loan or grant funds from a local, state, or federal funding source in order to
develop new construction affordable units within the City.

Site #2 results in a financing gap that is essentially $0 on an order of magnitude basis, if a 2.00-acre
property could be purchased for approximately $6.50 million, or $75 per square foot of land area, 34
residential units could potentially be developed at no additional cost to the City. In contrast, to develop
a small rental project on one acre, the City would likely need to provide $3.7 million in additional
assistance plus the actual purchase price of the site.

The rest of this page is intentionally left blank
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NEW CONSTRUCTION

Del Mar RHNA Assessment:

TABLE 4 Extremely Low 4 Units 18%

Very Low 3 Units 14%
PROJECT DESCRIPTION Low 15 Units 68%
"22 IN 5" AFFORDABLE HOUSING PROGRAM Total 22 Units 100%

CITY OF DEL MAR

I Site Area

1. Gross Building Area
Net Residential
Circulation / Lobby
Total Gross Building Area

1. Number of Units
One Bedroom
Two Bedroom
Three Bedroom
Total Number of Units

IV.  Affordability Mix
Extremely Low (30% AMI)
Very Low (50% AMI)
Low (60% AMI)
Market-Rate
Manager
Subtotal

V. Density
VI. Floor Area Ratio (FAR)
VIl.  Number of Stories

VIII. Parking (1)
Surface Parking
Private Garages
Semi-Subterranean Parking
Number of Parking Spaces
Parking Ratio

1.0 Acre Site / 17 Units

Affordable - Rental
Stacked Flats over
Semi-Subterranean Parking

1.00 Acre
15,550 SF 95%
818 SF 5%
16,368 SF 100%
5 Units 29% 750 SF
10 Units 59% 950 SF
2 Units 12% 1,150 SF
17 Units 100% 915 SF
4 Units 24%
3 Units 18%
9 Units 53%
0 Units 0%
1 Unit 6%
17 Units 100%

17.0 Units/Acre
0.38 FAR

2 Stories

5 Spaces
0 Spaces
29 Spaces
34 Spaces
2.0 Spaces/Unit

2.0 Acre Site / 34 Units \

Affordable - Rental

Market-Rate - For-Sale

Stacked Flats over
Semi-Subterranean Parking

Townhomes
with Private Garages

1.00 Acre
15,550 SF 95%
818 SF 5%
16,368 SF 100%
5 Units 29% 750 SF
10 Units 59% 950 SF
2 Units 12% 1,150 SF
17 Units 100% 915 SF
4 Units 24%
3 Units 18%
9 Units 53%
0 Units 0%
1 Unit 6%
17 Units 100%

17.0 Units/Acre
0.38 FAR

2 Stories

5 Spaces
0 Spaces
29 Spaces
34 Spaces
2.0 Spaces/Unit

1.00 Acre
23,750 SF 100%
0 SF 0%
23,750 SF 100%

7 Units 41% 1,250 SF
10 Units 59% 1,500 SF
17 Units 100% 1,397 SF
17 Units 100%

0 Units 0%

17 Units 100%

17.0 Units/Acre
0.55 FAR

2 Stories

5 Spaces
34 Spaces
0 Spaces
39 Spaces
2.3 Spaces/Unit

(1) Per City of Del Mar Parking requirements for multifamily dwelling units. Assumes one-bedroom units @ 1 space per unit; two- and three- bedroom units @ 2 spaces per unit; and 1 guest space per every four units.



TABLE 5 NEW CONSTRUCTION
ESTIMATED DEVELOPMENT COSTS

"22 IN 5" AFFORDABLE HOUSING PROGRAM

CITY OF DEL MAR

1.0 Acre Site / 17 Units 2.0 Acre Site / 34 Units |

| Affordable - Rental | | Affordable - Rental | | Market-Rate - For-Sale |
Totals Per Unit Comments Totals Per Unit Comments Totals Per Unit Comments
I. Direct Costs @
Off-Site Improvements $131,000 $7,706 $3 /SF Site Area $131,000 $7,706 $3 /SF Site Area $131,000 $7,706 $3 /SF Site Area
On-Site Improvements $653,000 $38,412 $15 /SF Site Area $653,000 $38,412 $15 /SF Site Area $653,000  $38,412 $15 /SF Site Area
Site Preparation (2) $1,089,000 $64,059 $25 /SF Site Area $1,089,000 $64,059 $25 /SF Site Area $1,089,000  $64,059 $25 /SF Site Area
Parking - Semi-Subterranean (3) $725,000 $42,647 $25,000 /Space $725,000 $42,647 $25,000 /Space S0 $0 $0 /Space
Shell Construction - Residential $2,455,000  $144,412 $150 /SF GBA $2,455,000 $144,412 $150 /SF GBA $2,969,000 $174,647 $125 /SF GBA
FF&E/Amenities $43,000 $2,500 Allowance $43,000 $2,500 Allowance $85,000 $5,000 Allowance
Contingency $255,000 $15,000 5.0% of Directs $255,000 $15,000 5.0% of Directs $246,000 $14,471 5.0% of Directs
Total Direct Costs $5,351,000  $314,765 $327 /SF GBA $5,351,000 $314,765 $327 /SF GBA $5,173,000 $304,294 $218 /SF GBA
1. Indirect Costs
Architecture & Engineering $321,000 $18,882 6.0% of Directs $321,000 $18,882 6.0% of Directs $310,000 $18,235 6.0% of Directs
Permits & Fees ¥ $425,000  $25,000 Allowance $425,000 $25,000 Allowance $425,000  $25,000 Allowance
Legal & Accounting $80,000 $4,706 1.5% of Directs $80,000 $4,706 1.5% of Directs $78,000  $4,588 1.5% of Directs
Taxes & Insurance $80,000 $4,706 1.5% of Directs $80,000 $4,706 1.5% of Directs $78,000  $4,588 1.5% of Directs
Developer Fee - Non-Tax Credit Units S0 S0 0.0% of Directs $0 S0 0.0% of Directs $207,000 $12,176 4.0% of Directs
Developer Fee - Tax Credit Units $983,000 $57,824 18.4% of Directs $983,000 $57,824 18.4% of Directs S0 S0 0.0% of Directs
Relocation S0 $0 0.0% of Directs (7) $0 S0 0.0% of Directs (7) $0 S0 0.0% of Directs (7)
Marketing/Lease-Up $26,000 $1,500 Allowance $26,000 $1,500 Allowance $85,000 $5,000 Allowance
Contingency $57,000 $3,353 3.0% Above Indirects $57,000 $3,353 3.0% Above Indirects $35,000 $2,059 3.0% Above Indirects
Total Indirect Costs $1,972,000  $116,000 36.9% of Directs $1,972,000 $116,000 36.9% of Directs $1,218,000 $71,647 23.5% of Directs
ll. Financing Costs $535,000 $31,471 10.0% of Directs $535,000 $31,471 10.0% of Directs $517,000  $30,412 10.0% of Directs
||v. Total Development Costs excl. Acquisition $7,858,000  $462,235 $480 /SF GBA $7,858,000 $462,235 $480 /SF GBA $6,908,000 $406,353 $422 /SF GBA |
V. Add: Acquisition Costs (6) $6,534,000  $384,353 $150 /SF Site Area $6,534,000 $384,353 $150 /SF Site Area $6,534,000 $384,353 $150 /SF Site Area
|VI. Total Development Costs with Acquisition ~ $14,392,000  $846,588 $879 /SF GBA $14,392,000 $846,588 $879 /SF GBA $13,442,000 $790,706 $821 /SF GBA |

(1) Includes the payment of prevailing wages. (6)  Assumes the acquisition of an improved property. Estimated based on a survey of land sales that occurred
since January 2014 in Del Mar, Solana Beach, Cardiff, and Encinitas (west of Interstate 5).

(2) Reflects estimated cost to raise site above flood plain. Actual costs to be verified.

(3) Preliminary estimate pending guidance from the City regarding the City's covered parking (7)  These calculations assume a purchase through traditional means. Relocation costs are not required to be
requirements. paid to displaced commercial tenants where jurisdictions purchase properties through traditional means.

In such cases, the jurisdiction’s obligations to commercial tenants is controlled by the leases held by those
commercial tenants. In cases where eminent domain is employed, the jurisdiction would incur relocation
costs and, potentially, claims by the commercial tenants relating to lost goodwill. See, California Code of

Civil Procedure §1263.510.

(4) Estimate; not verified by KMA or City.
(5) Allowance for loan fees, interest during construction/lease-up/sales,
title/recording/escrow, and operating reserves.



TABLE 6

ESTIMATED NET OPERATING INCOME
"22 IN 5" AFFORDABLE HOUSING PROGRAM
CITY OF DEL MAR

NEW CONSTRUCTION

1.0 Acre Site / 17 Units

Affordable - Rental (1)

2.0 Acre Site / 34 Units

Affordable - Rental (1)

. Gross Scheduled Income Unit Size  Units $/SF $/Month Annual Unit Size  Units $/SF $/Month Annual
A. One Bedroom
30% of AMI 750 SF 1 $0.57 $430 $5,000 750 SF 1 $0.57 $430 $5,000
50% of AMI 750 SF 1 $1.00 $747 $9,000 750 SF 1 $1.00 $747 $9,000
60% of AMI 750 SF 3 $1.21 $906 $33,000 750 SF 3 $1.21 $906 $33,000
Market-Rate 750 SF 0 $0.00 $0 $0 750 SF 0 $3.50  $2,625 $0
Subtotal 750 SF 5 $1.04 $783 $47,000 750 SF 5— $1.04 $783 $47,000
B. Two Bedroom
30% of AMI 950 SF 2 $0.00 $475 $11,000 950 SF 2 $0.50 $475 $11,000
50% of AMI 950 SF 2 $0.88 $832 $20,000 950 SF 2 $0.88 $832 $20,000
60% of AMI 950 SF 5 $0.00 $1,010 $61,000 950 SF 5 $1.06 $1,010 $61,000
Market-Rate 950 SF 0 $0.00 S0 S0 950 SF 0 $3.00 $2,850 S0
Manager 950 SF 1 $0.00 $o S0 950 SF 1 $0.00 $0 $0
Subtotal 950 SF 10 $0.81 $767 $92,000 950 SF 10— $0.81 $767 $92,000
C. Three Bedroom
30% of AMI 1,150 SF 1 $0.00 $522 $6,000 1,150 SF 1 $0.45 $522 $6,000
50% of AMI 1,150 SF 0 $0.00 $918 S0 1,150 SF 0 $0.80 $918 S0
60% of AMI 1,150 SF 1 $0.00 $1,117 $13,000 1,150 SF 1 $0.97 $1,117 $13,000
Market-Rate 1,150 SF 0 $0.00 $0 $0 1,150 SF 0 $2.75 $3,163 $0
Subtotal 1,150 SF ya $0.00 sSo $19,000 1,150 SF 2— $0.00 S0 $19,000
D. Total/Average 915 SF 17 $0.85 $775 $158,000 915 SF 17 $0.85 $775 $158,000
E. Add: Other Income $20 /Unit/Month $4,000 $20 /Unit/Month $4,000
F. Total Gross Scheduled Income (GSI) $162,000 $162,000
Il. Effective Gross Income (EGI)
(Less) Vacancy 5.0% of GSI ($8,000) 5.0% of GSI ($8,000)
Total Effective Gross Income (EGI) $154,000 $154,000
IIl. Operating Expenses
(Less) Operating Expenses $5,000 /Unit/Year ($85,000) $5,000 /Unit/Year ($85,000)
(Less) Property Taxes (1) $0 /Unit/Year S0 S0 /Unit/Year S0
(Less) Replacement Reserves $300 /Unit/Year ($5,000) $300 /Unit/Year ($5,000)
(Less) Monitoring Fees $150 /Unit/Year @ ($3,000) $150 /Unit/Year @ ($3,000
Total Expenses $5,471 /Unit/Year ($93,000) $5,471 /Unit/Year ($93,000)
60.4% of 60.4% of EGI
IV. Net Operating Income $61,000 $61,000|

(1) Assumes that the project will receive tax-exempt status.
(2) Per affordable unit. Monitoring fees will be paid to the City.



TABLE 7

RESIDUAL LAND VALUE - RESIDENTIAL - FOR-SALE "22 IN 5" AFFORDABLE HOUSING PROGRAM
CITY OF DEL MAR

NEW CONSTRUCTION

2.0 Acre Site / 34 Units

Market-Rate - For-Sale

Average Average
Average # of Price Price Gross
Unit Size Units Per SF (1) Per Unit (1) Sales

l. Sales Proceeds - Market-Rate Units

Two Bedroom 1,250 SF 7 $900 $1,125,000 $7,875,000

Three Bedroom 1,500 SF 10 $900 $1,350,000 $13,500,000
1. Gross Sales Proceeds 1,397 SF 17 $900 $1,257,353 $21,375,000
Ill.  Net Sales Proceeds

Gross Sales

Proceeds $21,375,000

(Less) Cost of Sale

@ 5.0% of Gross Sales Proceeds

(Less) Target Developer Profit @ 15.0% of Gross Sales Proceeds ($3,206,000)

Net Sales Proceeds - Residential - For-Sale $17,100,000
IV.  Residual Land Value

Net Sales Proceeds $17,100,000

(Less) Total Development Costs excluding Acquisition Costs ($6,908,000)

Residual Land Value $10,192,000

Per Unit $600,000
Per SF Site Area $234

TABLE 8
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ESTIMATED FINANCING GAP
"22 IN 5" AFFORDABLE HOUSING PROGRAM
CITY OF DEL MAR

(1)

Supportable Permanent Loan

1.0 Acre Site / 17 Units

2.0 Acre Site / 34 Units

Net Operating Income $61,000 $61,000
Interest Rate - Tax-Exempt Bond 4.5% 4.5%
Term (Years) 30 30
Debt Coverage Ratio 1.15 1.15
Annual Debt Service $53,000 $53,000
Permanent Loan $872,000 $872,000
(2)  Low Income Housing Tax Credits (Federal)
Estimate of Eligible Basis:
Total Development Costs $14,392,000 $14,392,000
(Less) Ineligible Costs 47.6% ($6,857,000) 47.6% ($6,857,000)
Eligible Basis $7,535,000 $7,535,000
Tax Credit Proceeds:
Eligible Basis $7,535,000 $7,535,000
Impacted Bonus Factor 130% $9,795,500 130% $9,795,500
Tax Credit Qualified Units/Applicable Factor 100% $9,795,500 100% $9,795,500
Tax Credit Rate 3.24% $317,374 3.24% $317,374
Total Tax Credits @ 10 $3,173,742 10 $3,173,742
Limited Partner Share 99.99% $3,173,425 99.99% $3,173,425
Present Market Value @ 98.0% $3,110,000 98.0% $3,110,000
(3) Estimate of Deferred Developer Overhead Fee
Eligible Basis $7,535,000 $7,535,000
(Less) Developer Fee (5983,000) (5983,000)
Unadjusted Eligible Basis $6,552,000 $6,552,000
Total Developer Overhead Fee 15.0% $983,000 15.0% $983,000
Total Deferred Developer Overhead Fee 20.0% $197,000 20.0% $197,000

Analysis

or General Partner Contribution
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Pros: Del Mar’s Housing Element has assigned no housing capacity to the properties within the Public
Facilities Zone. Nevertheless, the Housing Element suggests that the City should explore the existing
sites within the PF Zone and determine if any of the three government-owned properties that have a
PF Zone designation (i.e. the Shores Property, the Public Works Yard, and the Civic Center site) would
be appropriate for siting of residential uses (Objective #2).4¢ Not only does the Shores Property have
potential for residential development, it can also help Del Mar achieve a percentage of its share of
regional affordable housing obligations. The great advantage of the Shores Property is that it is owned
by the City and, if considered for affordable housing development, the land cost factor which is a
considerable impediment to affordable housing development in Del Mar will be eliminated. Using the
financial feasibility model identified for two development prototypes in this report, the development
costs for Scenario 4.A, when land costs are excluded, are roughly estimated at $460,000 per
affordable unit. In this case, the financing gap that would need to be filled by the City would be
approximately $216,000 per unit.#

The four scenarios explored here cover between 16,000 square feet (0.5 acre) and 87,000 square feet
(2 acres) of the 5.2-acre site and produce between 4 and 20 affordable units, providing the City with a
range of acreages, housing options, and budgeting options to choose from. Furthermore, Shores
Property scenarios are compatible with the zoning designations set by Del Mar’s zoning ordinance and
Housing Element for the surrounding properties. Scenario 4.A, in particular, would make the City
resilient in light of potential flooding and future sea-level rises; it would also help preserve and
revitalize swaths of wetlands surrounding the Public Works Yard. If the entire Shores Property is
rezoned for a mixed-use residential development, the City would be able to create 20 affordable rental
units and also accommodate the Public Works Department offices and accessory facilities. At the same
time, the City will experience no net loss of its open spaces and outdoor recreational facilities.

Cons: Since the property has been envisioned as a “neighborhood park” by Del Mar residents, the idea
of incorporating affordable housing into the Shores Park Master Plan Project could be met with mixed
reactions from the community. On the surface, this strategy might seem as if the City is trading a
portion of its open public space, which could offer a wide range of public goods and recreational uses,
for residential development. In that sense, conversion of the Shores property (in particular the Shores
Park) into a mixed-use residential use will be controversial. Furthermore, Scenario 4.A requires the City
to finance the relocation and reconstruction of Public Works buildings and amenities, adding a
premium to the estimated financing gap.

Overall, it can be argued that dedication of a portion of the Shores Property to a residential use could

help the City of Del Mar meet part of its RHNA obligations. The four scenarios could collectively be
evaluated as high-priority, economically-desirable, and medium-feasibility strategies.

Recommendations:

46 City of Del Mar Community Plan: Housing Element 2013-2021, April 2013, pp.71 &87.

47 It should be noted that the figures provided above for the construction cost per affordable unit and the
financing gap are based on a financial feasibility model calculated for a development scenario with a density of
17 du/ac. As such, these figures are not accurate for a development scenario with a density of 20-25du/ac.
However, it can be argued that based on the economies of scale principal, construction cost per unit would be
lower for a higher density project, and that the difference between the two scenarios in terms of the estimated
figures would be negligible.
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e Proactively pursue the strategy of incorporating housing into the Shores Park Master Plan.
e Present and discuss the scenarios described here in future community outreach programs and
workshops related to the Shore Property master planning process.

ii.  Public Works Yard
A second City-owned property with potential for residential/affordable housing development is the
Public Works Yard. This section explores two alternative scenarios for this site that could help the city
meet its RHNA obligation.

The Public Works Yard is a 2.2-acre piece of land located in the northern portion of the City of Del Mar,
and is home to Del Mar Public Works Department, which maintains the City’s essential infrastructure.
The Public Works Yard houses the City’s heavy equipment, storage bins, as well as various types of
construction materials. The main Public Works building consists of two offices, two additional work
areas, a locker room, break room, and a 2-car storage bay and a parts room.

The property, on which the Public Works Yard sits, is part of a larger stretch of wetland bounded by
the San Dieguito River to the north, a railroad to the west, Jimmy Durante Boulevard to the east, and
San Dieguito Drive and a triangular open space to the south (See Figure 17). The site is located within
the City of Del Mar’s Floodplain and Floodway (FW) Zone (See Figure 18). According to the City’s zoning
laws, the purpose of the FW Zone is to preserve areas subject to relatively deep and high velocity
floodwater by prohibiting uses which would constitute an unreasonable, unnecessary, undesirable or
dangerous impediment to the flow of floodwaters, or cause a cumulative increase in the water surface
elevation of the base flood of more than one foot at any point. Therefore, the Del Mar Municipal Code
prohibits the following uses in FW Zone: permanent structures, placement of mobile homes, parking
that does not serve one of the allowed uses, and placement of fill.#® The Public Works Yard is also
within two layers of Special Flood Hazard Areas as defined by Federal Emergency Management Agency

(FEMA)’s Flood Insurance Rate Map (See Figure19).
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Figure 17. The Public Works Yard (Source: City Facility Planning Study (2013), City of Del Mar
Website)

8 Del Mar Municipal Code, “Chapter 30.29 - FLOODWAY ZONE (FW)”
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Figure 18. Site of the Public Works yard (Source: City of Del Mar Zoning Map)
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Figure 19. Public Works Yard is located within two layers of Special Flood Hazard Areas, namely
Zone AE and Regulatory Floodway (Source: Preliminary FIRM Maps by FEMA, 2/3/2017)

Public Works Yard Scenario 1.A

Assuming that careful environmental consideration and standard flood prevention strategies— such
as elevation, flood-proofing, etc. — are implemented, the site of the Public Works Yard could be
considered for a residential use. Only the southern section of the site that falls into Zone AE, also
known as the 100-year floodplain, is developable. A Floodplain Development Permit is required and,
pursuant to the Federal Emergency Management Agency (FEMA) and City regulations, the finished
floor of the new residences must be elevated to a level above the established Base Flood Elevation
(BFE) for the property as shown on the FEMA’s FIRM maps. This scenario would call for rezoning of
the site to permit owner-occupied and rental multifamily residential use (with discretionary approval
for the use and allowable density). The scenario also requires that Public Works buildings, garage, and
warehouse relocate to other City-owned properties, such the new Civic Center (the areas designated
for future extension) or the Shores Property. Considering the City’s highest density of 17.6 dwelling
units per acre, which is allowed in RM-East Zone, the developable section of the Public Works Yard
(roughly 1.6 acres in size) has a capacity for the development of at least 28 residential units. Of this
projected number, 22 units could be designated for renter-occupied affordable housing and the
remaining 6 units for owner-occupied market-rate housing (townhomes).

43



Analysis

Pros: The section of the Public Works Yard that is located within the FIRM Map’s Zone AE might help
the City meet its RHNA requirements. The site is publicly owned, so a major impediment to the
development of affordable housing in Del Mar, i.e. the land costs, would be eliminated. Using the
financial feasibility model identified for two development prototypes in this report, the development
costs, when land costs and additional direct and indirect flood prevention expenses are excluded, are
roughly estimated at $462,000 per affordable unit.

Cons: The site is an active Public Works Yard and would require relocation of a sensitive facility.
According to the Del Mar Municipal Code, the Public Works Yard has limited development potential
because of its location within the City’s Floodplain and Floodway (FW) Zone and would require a
zoning change. Furthermore, new development in Special Flood Hazard Area, as identified by FEMA,
will be subject to permit requirements and development limitations to help avoid or reduce projected
flood impacts. Owners in the Special Flood Hazard Area will also be required to buy flood insurance.*
As a result, design and construction requirements and associated fees would make any development
on the site very costly.

Overall, it can be argued that while this scenario has some potential to help the city achieve 22
affordable units, such factors as flood-prevention measures and considerations make Public Works
Yard Scenario 1.A one of the least desirable, low-priority, and low-feasibility scenarios for Affordable
Housing.

Recommendation:
e Refrain from developing the Public Works Yard, which should not be regarded as a potential
site for residential/affordable housing because of potential flooding and sea-level rises.

Public Works Yard Scenario 1.B

The second scenario considers the site of the Public Works Yard vis-a-vis the two other City-owned
properties, the Shores Property and the Civic Center, and entails exchanging of functions across the
three sites. This scenario, which works in conjunction with Shores Property Scenario 4.A and Civic
Center Scenario 1.C, calls for converting the entire Public Works Yard into a public park, and relocating
the existing buildings, garage, and warehouse which are currently housed at the Public Works Yard to
the Shores Property or the areas designated for future extension on the new Civic Center site.
Assuming that 50 percent of the Shores Property (i.e. 1 acre) (as part of a mixed use residential
development scenario) would accommodate the public works building and part of its accessory spaces
and facilities, such as offices, work areas, locker rooms, break rooms, as well as parts rooms, the
remaining portion of the public works facilities, including the garage and heavy equipment warehouse,
could be reconstructed in the developable section of Public Works Yard (Zone AE), on flood-
prevention design and construction principles. The storage bay could relocate to the reserved areas
on the new Civic Center site.

Analysis

Pros: Not only could this scenario indirectly help the City meet its RHNA requirements, it would also
make Del Mar resilient in light of potential flooding and future sea-level rises and help preserve, and
revitalize, the swaths of wetlands surrounding the Public Works Yard. In conjunction with Shores

49 City of Del Mar, “FEMA - CCAMP Project,” http://www.delmar.ca.us/618/FEMA--CCAMP-Project. Date of
Access: 01-09-2018.
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Property Scenario 4.A., this strategy could create 20 affordable units and also accommodate the Public
Works Department offices and accessory facilities in flood-proof buildings. At the same time, the City
will experience no net loss of its open spaces and outdoor recreational facilities.

Cons: This scenario is not a stand-alone strategy and its projected outcomes depend, to alarge degree,
on the feasibility of Shores Property Scenario 4.A. Furthermore, this scenario requires the City to
finance the relocation and reconstruction of Public Works buildings and amenities.

Overall, Public Works Scenario 1.B could be evaluated as a high-priority, economically-desirable, and
medium-feasibility strategy.

Recommendations:
e Pursue the strategy of swapping functions between the Public Works Yard and Shores Park.
e Strongly consider the strategy of incorporating a mixture of housing and office uses into the
Shores Park Master Plan.

iii.  Civic Center

Athird publicly-owned property which has potential for affordable housing development is the former
City Hall site on which Del Mar’s new Civic Center is under construction. The 1.5-acre property, which
is located on the west side of Camino Del Mar between 10th and 11th streets (See Figure 20), is
currently within the Public Facilities (PF) Zone, which is designed for “Publicly-owned land set aside,
or in use, to support public schools and governmental offices and facilities.”>° Del Mar’s new Civic
Center includes a City Hall, a Town Hall, a 140-stall below-grade parking structure, a breezeway, and a
15,000-square-foot plaza for public events (See Figure 21).5'

5° DMMC, “Public Facilities Zone,” Chapter 30.31.

https://gvhotlinks.storage.googleapis.com/ImageFiles DELMAR/pf.pdf

>' City of Del Mar, “City Hall/Town Hall Project,” http://www.delmar.ca.us/353/City-HallTown-Hall. Date of
Access: 01-09-2018.
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The design of the new Civic Center also contains three areas, 20,000 square feet in total, reserved for
future expansion (See Figure 22).52 Possibilities envisioned for the expansion areas include, but are not
limited to, public facilities, restaurants or commercial establishments that could generate revenue for
the city, or even a location for the historic Alvarado House, which used to exist in the vicinity of 10"
Street.>

Camino Del Mar

IS uol

Figure 21. Refined Conceptual Site plan (Source: Final Environmental Impact Report for the Del Mar
Civic Center Project, RECON Number 7786 December 16, 2015)

Civic Center Scenario 1.A

This scenario calls for rezoning of a portion of Expansion Area C to a residential use. The proposed area
is approximately 4,500 square feet and located in the southwestern corner of the site. Depending on
the configuration of the structures, Expansion Area C could likely accommodate six to eight tiny
homes, 400 square feet each. It should be noted that any future development of the expansion areas
would need to be reviewed for compliance with the existing land use and zoning, design review, and
the analysis contained within the Environmental Impact Report for the Del Mar Civic Center Project.
Since the proposed scenario is not consistent with existing land use and zoning, it would require
further analysis under CEQA and consideration of land use or zoning amendments as applicable.

52 RECON, Final Environmental Impact Report for the Del Mar Civic Center Project, RECON Number 7786
December 16, 2015, Page E-1

>3 RECON, Final Environmental Impact Report for the Del Mar Civic Center Project, RECON Number 7786
December 16, 2015, Page 4.2-16

46



Camino Del Mar

ol XC ¢ @ o 8. .
-—--—;;a; e~ <> 1@1 - g e

“Spansion ) Town Hall| & #
Area A

4 500sf ; . . Breezeway

Lobby

City Hall

syl

Figure 22. Refined Conceptual Site plan (Source: Final Environmental Impact Report for the
Del Mar Civic Center Project, RECON Number 7786 December 16, 2015)

Civic Center Scenario 1.B

Civic Center Scenario 1.B envisions a subdivision and rezone of the entire Expansion Area C to a
residential use. The proposed area, which is 4,500 square feet in size, could accommodate up to four
detached townhouses on five small lots, 1000 square feet each. This scenario requires the Del Mar City
Council to adopt an amendment to the City’s Municipal Code to allow for small lot developments in
the form of detached townhomes. The new ordinance would set new rules on the minimum lot size
allowed as well as bulk, height, setbacks, parking and other requirements for townhomes. Parking for
the proposed small lot developments could be provided at the rear of the site, as part of the proposed
parking spaces in the southern section of the Civic Center property.

Civic Center Scenario 1.C

This scenario works in conjunction with Public Works Yard Scenario 1.B and Shores Park Scenario 4.A.
Collectively, these scenarios envision the conversion of the entire Public Works Yard into a public park,
the relocation of the existing buildings, garage, and warehouse, which are currently housed at the
Public Works Yard, to the Shores Property and the Expansion Area C, and a rezone of the Shores Park
to mixed-use residential development. Although Civic Center Scenario 1.C does not directly produce
affordable housing, it would indirectly facilitate the creation of 20 affordable renter-occupied units
through the proposed mixed-use development at Shores Park.

Analysis

Pros: The three scenarios discussed above could help the city create between four and 20 homes that
would count towards Del Mar’s RHNA allocation targets. The Civic Center property is owned by the
City, so the land costs which constitute a major barrier to affordable housing development will be
eliminated. Furthermore, construction costs of tiny homes will be much lower than those of
conventional houses. At present in the San Diego region, a tiny home, roughly between 300 and 400
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square feet in size, could be purchased at $50,000 to $75,000.>* In other words, building six to eight
tiny homes in Expansion Area C would cost the City between $300,000 and $600,000. The placement
of such small scale structures as tiny homes with low-profile rooflines in the southwestern section of
the site would meet the height limit set by the existing zoning code (which is 26 feet above 10th Street)
and reduce the impacts to ocean views across the site from Camino del Mar.

Cons: The idea of building tiny homes in Expansion Area C might trigger opposition from the
community. Nearby homeowners have already voiced concern about private residential views, glare
and light, and the noise and traffic that new development might bring to the neighborhood. In addition
to environmental review and approval of a rezone, the placement of tiny homes or townhouses in
Expansion Area C will require a Design Review Permit (DRB). Furthermore, the estimated costs to
purchase eight tiny homes at current market rates may be beyond the City’s Housing Assistance
Reserve Fund, which was $482,000 in January 2018.

Overall, it can be argued that Civic Center Scenario could help the City meet a percentage of its RHNA
obligations. This scenario could be evaluated as a medium-priority strategy with medium feasibility
and medium economic desirability.

Recommendations:
e Formulate an alternative scenario for the future development of Expansion Area C that entails
a housing component.
e Carry out public outreach to discuss this scenario, highlight the advantages of building tiny
homes or townhouses on the lot, and address concerns regarding potential environmental and
aesthetic impacts of such developments on the adjacent neighborhood.

B. Unlock Smaller City-Owned Sites
i Public Rights-of-Way (ROWs) & Small Publicly-Owned Sites

Throughout Del Mar there are multiple City-owned properties within the public right-of-way which
have potential to accommodate future developments, including affordable residential developments.
In addition, the City holds a handful of parcels which are vacant yet do not meet the minimum lot size
requirements set forth in the Zoning Ordinance. While some of these areas are currently being used
for vehicular or pedestrian access, or other City functions, others are vacant and have potential for
immediate development. This section explores the potential to create affordable housing on these
sites.

Public Rights-of-Way Scenario

This scenario calls for activating dormant rights-of-way (ROWs) and small publicly-owned sites across
the City that could be utilized for the development of affordable housing. Eight strips of land with
potential for future development were identified. These sites, totaling approximately 63,000 square
feet, are scattered across the City, ranging from a ROW adjacent to Border Avenue to a ROW on Carmel
Valley Road. The sites also vary in size, geographical conditions, and development regulations. The
largest is roughly 26,000 square feet, and the smallest is 2,600 square feet. Some of the identified sites
include substantially steep slopes, while others are relatively flat yet lie within the Floodplain Overlay
Zone. In some cases, the land is ready to be developed without major rezoning or regulatory changes.

>4 Tiny Homes Listing, https://tinyhouselistings.com/search?lat=32.715738&Ing=-
117.16108380000003&page=2&search=San%20Diego%2C%20CA%2C%20USA. Date of Access: 01-0-2018
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In other cases, in which adjacent privately-owned property may be redeveloped, an opportunity could
be created for the City to unlock the land and propose the development of affordable housing. In this
case, the land could be traded for additional affordable units incorporated into the development
proposal.

Analysis

Pros: This scenario could help the City meet a portion, if not all, of its RHNA obligation. All the identified
properties are publicly owned, so land costs — which are a major impediment to the development of
affordable housing in Del Mar - would be eliminated. Taken together, these sites could provide more
than enough space for the placement of at least 22 tiny homes, 400 square feet each. Assuming that
eight tiny homes, depending on the configuration and size of the structures, would need about 5,000
square feet of land, 22 tiny homes would require approximately 13,750 square feet of land. Therefore,
even if 75 percent of the aggregated areas, due to geographical conditions, location, size, etc., could
not provide suitable settings for residential development, the remainder would be enough for the City
to achieve 22 tiny homes. In this case, more money will be saved as the construction costs of tiny
homes will be much lower than those estimated for conventional homes. Currently, in the San Diego
region a tiny home, roughly between 300 and 400 square feet in size, could be purchased at $50,000
to $75,000.” Therefore, purchasing 22 tiny homes would cost the City between $1,100,000 and
$1,650,000.

In order for the City to achieve 22 multifamily renter-occupied affordable units at 20-25 dwelling units
per acre on the identified sites, at least between 60-75 percent of the aggregated properties should
be conducive to multifamily residential development. In other words, even if 35-40 percent of the
aggregated areas, due to environmental conditions, could not provide suitable settings for residential
development, the remainder would be enough for the City to achieve 22 affordable rentals.

Using the financial feasibility model identified for two development prototypes in this report, the
development costs for this scenario, when land costs and additional direct and indirect flood
prevention expenses are excluded, could roughly be estimated at $460,000 per affordable unit. In
this case, the financing gap that needs to be filled by the City would be approximately $216,000 per
unit, or $4,752,000 for 22 units.5®

Cons: Currently, most of the identified sites are being utilized by existing roadways and/or adjacent
existing developments. Additionally, some of the areas include substantially steep slopes, or lie within
overlay zones in which development is restricted. Furthermore, the financing gaps that need to be
filled for each option may be beyond the City’s Housing Assistance Reserve Fund, which in January
2018 amounted to $482,000. Depending on which option the city might choose, the Housing
Assistance Reserve Fund would need to increase between $1,100,000 to $4,752,000. Furthermore,
since some of the identified ROWs and sites are located within the San Dieguito River’s 100-year

%5 Tiny Homes Listing, https://tinyhouselistings.com/search?lat=32.715738&Ing=-
117.16108380000003&page=2&search=San%20Diego%2C%20CA%2C%20USA. Date of Access: 01-0-2018

%6 |t should be noted that the figures provided above for the construction cost per affordable unit and the
financing gap are based on a financial feasibility model calculated for a development scenario with a density of
17 du/ac. As such, these figures are not accurate for a development scenario with a density of 20-25du/ac.
However, it can be argued that based on the economies of scale principal, construction cost per unit would be
lower for a higher density project, and that the difference between the two scenarios in terms of the estimated
figures would be negligible.
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floodplain, permit requirements and special provisions could be applicable, and extra design and
construction requirements and fees might be added to the projected costs.

Overall, it can be argued that this scenario could help the City achieve 22 affordable units to meet its
RHNA obligation. Given various dimensions of the options discussed above, this scenario could be
assessed as a medium-priority, medium-feasibility strategy with medium economic desirability.

Recommendations:

e Conduct a detailed feasibility analysis for the identified properties to accurately measure each
site’s potential, both as independent sites and in combination with adjacent properties, for
affordable housing development.

e Identify the local, state, and federal resources that could be tapped into to help fill the
financing gaps for different options.

ii.  Grayfield Lands*

Opening up underutilized or obsolete infrastructure sites, including water towers, could be a viable
solution to generate land for redevelopment. Currently, there are numerous examples across the
country demonstrating how cities have successfully sold water towers or tanks for redevelopment
purposes. For instance, the City of Del Mar itself sold an obsolete reservoir site for $6 million as raw
land. In Rolla, Missouri, Rolla Municipal Utilities auctioned a 100,000-gallon steel water tank in 2012 via
GovDeals.com, an online marketplace for government agencies to auction surplus and unclaimed
property.>® The final bid came to a total of $1,376.77, with the bidder responsible for removal of the
tank. The City of Dewey, Oklahoma, sold its obsolete 1,000,000-gallon water ground storage tank for
$6 in January 2017.%° Although this number may seem low, the City of Dewey considered it a net gain
since the removal costs were estimated at $45,000. Dewey has since built a new water tower, and has
plans to build a new police station on the site.®® Current examples of reservoirs for sale located
specifically in single-family neighborhoods include Portland, Oregon,®" where Water Bureau surplus
properties are listed online, and Pacific Beach, San Diego, California.®?

Zuni Drive Water Reservoir

The potentially obsolete reservoir at the end of Zuni Drive (626 Zuni Drive) could have possibilities for
residential/affordable housing development.®3 The Zuni Reservoir lies within a Low Density Residential
(R1-10) zoning area, while the site itself is within a Public Facilities (PF) Zone (See Figure 23).

>7 In this report, a narrow definition of the phrase Grayfield Lands is used which includes the aging,
underutilized, failing, or obsolete infrastructure sites and facilities in the City of Del Mar.

58 GovDeals, Rolla, MO. https://www.govdeals.com/index.cfm?fa=Main.ltem&itemid=82&acctid=3536.

>9 GovDeals, Dewey, OK. https://www.govdeals.com/index.cfm?fa=Main.ltem&itemid=13&acctid=4261.

62 News on 6. http://www.newson6.com/story/34367527/city-of-dewey-saves-45k-by-selling-water-tower-for-6.
® Portland Water Bureau. https://www.portlandoregon.gov/water/63601.

62 San Diego Office of the City Clerk, “Resolution Number R-311544.” February 14, 2018.

83 Cal. Gov't Code §§65583(1)(a) and (c) provide that no more than 25 percent of a RHNA requirement may be met
through rehab, conversion, or preservation. Converted units must not be acquired by eminent domain, must
increase the overall affordable housing stock, and must be rent restricted with covenants in place for at least 55
years, and, except in the case of substantial rehab, must be part of a project with at least three units.
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Figures 23. Water Reseroir at 626 Zuni Drive

Zuni Drive Water Reservoir Scenario 1.A

This scenario calls for dismantling the reservoir and rezoning of the 28,000-square-foot property, on
which it currently stands, to R1-10 Zone. This would allow for a primary residence and an accessory
dwelling unit (ADU) on each parcel over 10,000 sq. ft. Therefore, the reservoir site, when cleared, could
be subdivided into two 14,000-square-foot parcels, each creating two dwelling units — one primary
dwelling unit, and one detached secondary dwelling unit or ADU, for a total of four units.

Zuni Drive Water Reservoir Scenario 1.B

This scenario calls for dismantling the reservoir and rezoning of the 28,000-square-foot property to a
residential use which would allow for a renter-occupied multifamily residential use at 20 dwelling units
per acre. Therefore, the 0.6-acre site could potentially achieve up to 12 lower income dwelling units.
Using the financial feasibility model identified for two development prototypes in this report that
assumes a density of 17 dwelling units per acre (close to the maximum density currently allowed in
Del Mar—that is 17.6 du/ac), the Zuni Reservoir site could generate ten affordable rental units.

Analysis

Pros: Not only could converting the Zuni Drive Water Reservoir into a residential use help the city meet
a percentage of its RHNA requirements, it could also help solidify the residential character of the
neighborhood. The first scenario could achieve four dwelling units, two single-family homes and two
ADUs. Assuming that the City acted as developer, the four units, thus achieved, could be used in two
ways: (1) the City could designate all four units as affordable housing; or, (2) the City could turn the
ADUs into covenant-and income-restricted affordable units and sell the single-family homes at market
rates. In this way, two affordable units would be created and extra revenue would be generated for
Del Mar’s Housing Assistance Reserve Fund. The property is owned by the City so the land costs which
account for the major impediment to developing affordable housing in Del Mar will be eliminated.
Furthermore, if the City were to develop the property, both rezoning and ADU fees, which together
might amount to $11,730, would be waived.

Zuni Drive Water Reservoir Scenario 1.B could generate between 10 and 12 affordable units. Using the
financial feasibility model identified for two development prototypes in this report, the development
costs for the second scenario, when land costs are excluded, are roughly estimated at $460,000 per
affordable unit. In this case, the financing gap that needs to be filled, either by the City or a developer
or through a partnership, would be approximately $216,000 per unit.
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Cons: The Zuni Drive Reservoir is still in use. Thus, the City has to plan to compensate for the loss of
the volume of water supplied by the Zuni reservoir either by increasing the capacity of the existing
sources or building a new water tank. If the latter is the case, then a site for relocation of the reservoir
should be identified. Therefore, the idea of converting the Zuni reservoir would have financial and
strategic implications for the City of Del Mar. The City would incur extra costs, if it were to disassemble
the reservoir and clear the site on its own.

The second scenario, in particular, might cause opposition from the community, as it implants a
multifamily building in the middle of a low-density, single-family neighborhood.

Overall, it can be argued that converting the Zuni Drive Water Reservoir into a residential use could
help the city meet part of its RHNA requirements for affordable housing. Considering all aspects of the
two scenarios, scenario 1.A could be evaluated as a medium-priority strategy with medium feasibility
and medium economic desirability, and scenario 1.B could be assessed as a high-priority strategy with
medium feasibility and high economic desirability.

Recommendations:
e Assess theimplications of repurposing the Zuni Drive Water Reservoir for the City and its water
supply system.

iii.  Tennis Courts at 21st Street and Court Street

A number of open public spaces across the City of Del Mar could be regarded as potential sites for
affordable housing development. This section explores a range of development possibilities for public
tennis courts located near the intersection of 21st Street and Court Street. The 12,000-square-foot site
is part of a larger triangular stretch of land, 46,000 square feet in size, which has taken shape between
21st Street, Court Street, and the Railroad Right-of-Way (See Figure 24). The tennis courts site is located
within the Public Parkland (PP) Zone. According to Del Mar’s Zoning Ordinance, the PP Zone is
designed for “publicly owned land designated for use as a public park or open space preserve, and to
land which is subject to the public trust.”®* The site is also within Zone AE, also known as the 100-year
floodplain, which is a layer in the Special Flood Hazard Areas, as defined by the Federal Emergency
Management Agency (FEMA)’s Flood Insurance Rate Map.

The rest of this page is intentionally left blank

64 Del Mar Municipal Code, ”Chapter 30.30 - PUBLIC PARKLAND ZONE (PP),”
https://library.municode.com/ca/del_mar/codes/municipal_code?nodeld=TIT30ZO_CH30.30PUPAZOPP
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Figure 24. Tennis Courts site at 21st Street and Court Street

Tennis Courts Scenario 1.A

Assuming that careful environmental consideration and standard flood prevention strategies— such
as elevation, flood-proofing, etc. — are executed, the tennis courts site could be considered for
rezoning from recreation to a residential use. Nonetheless, a Floodplain Development Permit is
required and, pursuant to the Federal Emergency Management Agency (FEMA) and City regulations,
the finished floor of the new residences must be elevated to a level above the established Base Flood
Elevation (BFE) for the property as shown on the FEMA’s FIRM maps. This scenario calls for a
subdivision and partial rezone of 5,000 square feet of the tennis courts site, roughly equivalent to the
size of one tennis court, to a residential use. This site could provide space for the development of
approximately six to eight tiny homes, 400 square feet each, depending upon the configuration of the
structures.

Tennis Courts Scenario 1.B

Tennis Courts Scenario 1.B envisions a subdivision and rezone of 5,000 square feet of the tennis courts
site, roughly equivalent to the size of one tennis court, to a residential use. The proposed site could
accommodate up to five detached townhouses on five small lots, 1000 square feet each. Moreover,
this scenario requires that the Del Mar City Council adopt an amendment to the City’s Municipal Code
to allow for small lot developments in the form of detached townhomes. The new ordinance would
set new rules on the minimum lot size allowed as well as bulk, height, setbacks, parking and other
requirements for townhomes. Parking for the proposed small lot developments could be consolidated
and, for instance, sited at the rear of the triangular site, close to the existing parking spaces to the
south of the tennis courts.
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Tennis Courts Scenario 1.c

Scenario 1.c calls for a subdivision and rezone of the entire tennis courts site to the Residential Medium
Density Mixed East (RM-East) Zone, which would mirror the residential block just north of the site. The
RM-East Zone is designed to allow for an area of single-family and duplex development on individual
lots of 5,000 square feet or greater in those areas where a substantial number of two-family dwellings
already exist.®> As a result, the site could generate four dwelling units: two single-family homes and
two accessory dwelling units.

Analysis

Pros: The scenarios discussed above have potential to create between four and eight dwelling units
which could count towards Del Mar’s RHNA requirements. Since the land is owned by the City the
“acquisition costs” which constitute a major factor in developing affordable housing will be
eliminated. In Scenario 1.A, in particular, more money will be saved as the construction costs of tiny
homes will be much lower than those associated with conventional houses. Currently, in the San Diego
region a tiny home, roughly between 300 and 400 square feet in size, could be purchased at $50,000
to $75,000.%° Therefore, building six to eight tiny homes would cost the City between $300,000 and
$600,000. Scenario 1.A also preserves one of the tennis courts for public recreation.

Scenario 1.B could achieve up to six detached townhouses. Scenario 1.C could produce four dwelling
units: two single-family homes and two ADUs. Assuming that the City acted as a developer, the four
units, thus achieved, could be used in two ways. The City could designate all four units as affordable
housing. Alternatively, the City could turn the ADUs into covenant and income-restricted affordable
units and sell the single-family homes at market rates. In this way, two affordable units would be
created and extra revenue would be generated for Del Mar’s Housing Assistance Reserve Fund.
Furthermore, if the City were to develop the property, rezoning and ADU fees, which together might
amount to $11,730, as well as the floodplain development fees would be waived. The fees associated
with floodplain development are as follows (City of Del Mar Schedule of Planning Land Use Application
Fees and Charges, as of Sept. 1, 2017):

Floodplain Development Permit $1,640
Floodplain Development Permit — request for hardship relief from regulations | $5,380

Cons: The idea of converting the public tennis courts into a residential function might be met with
opposition from Del Mar residents. Furthermore, the estimated costs to purchase eight tiny homes at
current market rates or to build two single-family homes and two ADUs may be beyond the City’s
Housing Assistance Reserve Fund, which in January 2018 was $482,000. The financing gap in the
second scenario would be considerable since new development in Special Flood Hazard Area, as
identified by FEMA, will be subject to permit requirements and development limitations to help avoid
or reduce projected flood impacts. Homeowners in the Special Flood Hazard Area will also be required
to buy flood insurance.®’

65 Del Mar Municipal Code, “Chapter 30.16 - MEDIUM DENSITY SINGLE-MIXED RESIDENTIAL-EAST (RM-EAST),”
https://library.municode.com/ca/del_mar/codes/municipal_code?nodeld=TIT30ZO_CH30.16MEDESIXERESTST
86 Tiny Homes Listing, https://tinyhouselistings.com/search?lat=32.715738&Ing=-
117.16108380000003&page=2&search=San%20Diego%2C%20CA%2C%20USA. Date of Access: 01-0-2018

67 City of Del Mar, “FEMA - CCAMP Project,” http://www.delmar.ca.us/618/FEMA--CCAMP-Project. Date of
Access: 01-09-2018.
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Overall, it can be argued that public tennis courts could have potential for affordable housing
development. Considering different aspects of the scenarios discussed earlier, scenario 1.A could be
evaluated as a high-priority strategy with medium feasibility and high economic desirability, and
scenario 1.B could be assessed as a medium-priority strategy with medium feasibility and medium
economic desirability.

Recommendations:
e C(Create a work program to develop a plan to implement the scenario of building tiny homes on
a portion of the public tennis courts.
e Conduct public outreach to raise awareness of the rationale behind the plan, and
simultaneously identify potential sites across Del Mar for relocation of the tennis courts.

iv.  Unlock Land by Upzoning North Commercial (NC) and Professional Commercial (PC)
Zones

Rezoning of properties in the North Commercial and Professional Commercial Zones to a mixture of
residential and commercial uses with increased residential density or encouraging property owners to
build a companion dwelling unit on site could be viable strategies with potential to accommodate
affordable housing in Del Mar. This section explores different aspects of these scenarios.

i.  Professional Commercial Zone

The City’s Professional Commercial (PC) Zone is located along Camino Del Mar and consists of four
parcels with a total land area of 1.28 acres (See Figure 25).%8 Currently, the PC Zone is designed to allow
office use within the village center in a way that will not detract from the area's predominantly retail
character. The City’s existing zoning law requires that office and professional uses be geographically
concentrated so as to minimize retail parking problems, disruption of pedestrian-oriented shops, and
to make a smooth transition from retail to residential at the south end of the village center. A single
dwelling is allowed per building site as an accessory to another allowed use on the site. The PC Zone
allows development at maximum Floor Area Ratio (FAR) figure of 60 percent, the highest FAR of any
of the City’s zones.®

The rest of this page is intentionally left blank

68 City of Del Mar Community Plan: Housing Element 2013-2021, April 2013, p.70
%9 Del Mar Municipal Code, “Chapter 30.25 - PROFESSIONAL COMMERCIAL ZONE (PC),”
https://library.municode.com/ca/del_mar/codes/municipal_code?nodeld=TIT30ZO_CH30.25PRCOZOPC
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Figure 25. The Four Parcels within the Professional Commercial Zone (Source: Left: City Facility
Planning Study (2013), City of Del Mar Website; Right: Del Mar Housing Element (2013))

ii.  North Commercial Zone (Figure 26)

The City’s North Commercial (NC) Zone is located along a major circulation corridor, Jimmy Durante
Boulevard, an area served by municipal services and near the site of a proposed regional rail transit
stop at the Del Mar Fairgrounds.”® Currently, the North Commercial (NC) Zone is designed to allow
commercial and light manufacturing uses. According to Del Mar Zoning Code, development in the NC
Zone shall be of low intensity and profile, offering a lively open air commercial environment with
substantial open space. The NC Zone also allows a single dwelling unit per parcel, as an accessory to
another allowed use on the site.”" Excluding the two vacant properties (the Watermark properties) for
which a development proposal has been proposed (See Strategy #3, Section A), the NC Zone consists
of 13 parcels with a total land area of 12.94 acres.” The majority of these properties are currently
developed with office or light industrial uses.

The rest of this page is intentionally left blank

7° City of Del Mar Community Plan: Housing Element 2013-2021, April 2013, p.51

7' Del Mar Municipal Code, “Chapter 30.24 - NORTH COMMERCIAL ZONE (NC),”
https://library.municode.com/ca/del_mar/codes/municipal_code?nodeld=TIT30Z0_CH30.24NOCOZONC
72 City of Del Mar Community Plan: Housing Element 2013-2021, April 2013, p.70
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Figure 26. The 15 Parcels within the North Commercial Zone (Source: Del Mar Housing Element
(2013))

NC and PC Zones Scenario 1.A

In compliance with Del Mar’s Housing Element, this scenario calls for adopting a zone code
amendment in the PC and NC Zones to assign a new land use designation to allow for a mixture of
commercial and residential uses at a density of 20 to 25 dwelling units per acre. Not every parcel, if and
when redeveloped, would include a residential component. Assuming that 50 percent of the total
acreage (1.28+12.94 (14.22)/2=7.11 acres), will include a residential component at a density of 20
dwelling units per acre, the NC and PC Zones have potential to accommodate roughly 140 dwelling
units. Del Mar’s Affordable Housing Mitigation Code for new Condominium and Community
Apartment Units, identified in DMMC Chapter 24.21.030, requires development proposals for ten units
or more to set aside 20 percent of the new units for rental to low-income households, with a further
requirement that two of the set-aside units be reserved for rental at below market rates to a very low-
income household and two of the set-aside units reserved for rental at below market rates to an
extremely low-income household.” Therefore, the NC and PC Zones could create 28 affordable rental
units. Assuming that only 25 percent of the total acreage (14.22X.25=3.5 acres) will include a residential
component and using a conservative assumption of 15 units per acre as an average density (75 percent
of maximum), 52 units could be achieved in mixed-use projects, of which 10 units would be designated
for lower income households. If only 10 percent of the total acreage (14.22X.10=1.422 acres) will include
aresidential component with an average density of 15 units per acre, roughly 21 units could be achieved
in mixed-use projects in the NC and PC Zones, of which four units would be allocated to affordable
renter-occupied housing.

Analysis

Pros: NC and PC Zones Scenario 1.A could help Del Mar achieve between 4 and 28 affordable units. Due
to proximity to the site of a proposed regional transit stop, properties in the North Commercial Zone
are ideal foraccommodating vulnerable populations, such as the elderly, the chronically homeless, and

3 Del Mar Municipal Code, “Affordable Housing Mitigation Requirements for New Condominium, Stock
Cooperatives and Community Apartment Units,” Chapter 24.21.030.
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people with disabilities, who would require access to social and supportive services. This scenario also
diversifies the housing options that the City might offer to its current and future residents. According
to Del Mar’s Housing Elements, the zone code amendment in the NC and PC Zones could include
consideration for allowance of additional mixed-use developments and activities, such as live-work
units of the type frequently found in artists’ colonies.’

Cons: The costly process of rezoning of land in Del Mar could become a deterrent for landlords and/or
private developers. As of September 2017, the initial deposit required for a change of designation on
Zoning Map in Del Mar was $10,000. Nonetheless, additional costs and fees related to Environmental
Impact Report (EIR),”> public outreach, etc. might increase the expenses up to $500,000.

Overall, it can be argued that NC and PC Zones Scenario 1.A could help the City meet a percentage, if
not all, of its RHNA obligations. Given different aspects of the scenario, it could be evaluated as an
economically desirable, high-priority, and medium-feasibility strategy.

Recommendations:
e Proactively pursue a zone code amendment to the NC and PC Zones’ development standards
to increase the allowable residential density to 20 du/ac.
e Easethe process of the rezoning of land, particularly for the properties in the NCand PC Zones.

o Waive all or a portion of planning fees for projects that set aside more than 20 percent
of their units for affordable housing.

o Offer tiered fee waivers and reductions based on the number of units that will be
affordable, the level of AMI of potential residents, and compliant design standards.

o Encourage redevelopment by offering incentives for projects that provide additional
affordable housing. Incentives could include density and floor area ratio (FAR)
bonuses, reduced processing fees, expedited permit processing, reduced parking
requirements, and fee waiver for change of designation.

NC and PC Zones Scenario 2.A

In compliance with Del Mar’s Zoning Ordinance that allows one residential accessory unit by right in
the NC and PC Zones, this scenario calls for incentivizing property owners to build a companion
dwelling unit on site. There are several underutilized properties in these two zones that could be prime
locations for a residential companion unit. Ideally, 16 accessory dwelling units could be created on 16
properties in the NCand PC Zones, excluding the Watermark properties in the North Commercial Zone.
Assuming that 50 percent of the properties have potential to build companion dwelling units, this
scenario could achieve eight ADUS.

Analysis

Pros: This scenario could help the City meet a percentage of its RHNA requirements. No zone code
amendments are required. Should an incentivization program be considered, the following are costs
related to secondary dwelling units in Del Mar (City of Del Mar Schedule of Planning Land Use
Application Fees and Charges, as of Sept. 1,2017):

74 City of Del Mar Community Plan: Housing Element 2013-2021, April 2013, p.70

75 Environmental Impact Reports (or EIRs) are reports to inform the public and public agency decision-makers
of significant environmental effects of proposed projects, identify possible ways to minimize those effects, and
describe reasonable alternatives to those projects.
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| Affordable Second-Dwelling Unit (flat fee) | 4865 ‘

Cons: This would require a property owner to add an additional unit which is outside of the City’s
control and therefore difficult to rely upon to meet a target goal.

It can be argued that NC and PC Zones Scenario 2.A could help the City meet a percentage of its RHNA
obligations. Given different aspects of the scenario, it could be evaluated as an economically desirable,
high-priority, and medium-feasibility strategy.

Recommendation:

e Consider introducing new ordinances to waive associated fees and streamline applications for
ADUS in the NC and PC Zones. These could include fee waivers of application fees, permitting
fees, grading fees, Planning application fees, inspection fees, water connection fees or sewer
connection fees.

e Pass legislation to enable the Director of Planning and Community Development to waive all,
or a portion of, planning fees for ADUs that are designated as affordable housing units.

There are similar companion unit incentive programs that have been put in place around the country.
In September 2015, Honolulu Mayor Kirk Caldwell signed Bill 20 into law, which allowed for
homeowners with lots of 3,500 sq. ft. or larger to build ADUs. However, the permit process remained
slow and expensive for residents. As such, in July 2016, Bill 27 waived all building permit, grading,
inspection, and wastewater facility charges and fees for a two-year period.”® In March 2017, over 1,200
homeowners had filed the preliminary paperwork for ADUs, and the City of Honolulu had granted
about 150 permits.””

The City of Santa Cruz is waiving permit fees in exchange for a property owner’s agreement to restrict
the rental of a new ADU unit to low or very-low income households, with more fees waived for very-
low income households.” Similarly, the City of Solana Beach’s Accessory Dwelling Unit Ordinance
(470) allows the City to consider waiving fees, reducing parking and development standards, or
approving other forms of assistance for ADUs if owners of the units elect to file a 30-year deed
restriction to rent the unit to lower income households.” Additionally, ADU proposals conforming to
Solana Beach’s City requirements will be considered without a discretionary review process or hearing.
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76 KHON. (July 21, 2016). Honolulu mayor signs ADU incentive bill into law.
http://khon2.com/2016/07/21/honolulu-mayor-signs-adu-incentive-bill-into-law/.

77 KHON. (March 31, 2017). ADU built on State Capitol lawn to highlight statewide need for affordable housing.
http://khon2.com/2017/03/31/adu-being-built-on-state-capitol-lawn-to-highlight-need-of-affordable-housing-
needs/.

78 City of Santa Cruz. (2016). http://www.cityofsantacruz.com/home/showdocument?id=53802.

79 City of Solana Beach. (2017). http://www.ci.solana-beach.ca.us/vertical/sites/%7B840804C2-F869-4904-9AE3-
720581350CE7%7D/uploads/ORD_470 (11-09-16) (Eff 12-09-16) Accessory Dwelling_Units_.pdf.
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Solutions Framework Strategy #3: Obtain Covenants on Projects Being Developed

Development proposals provide great opportunities for the City of Del Mar to obtain lower-income
dwelling units with restrictive covenants and meet the City’s RHNA requirements for affordable
housing. In this section various dimensions of this strategy for different projects will be explored.

A. Obtain Covenants on Units in Watermark Properties
The proposed Watermark development site consists of two commonly-owned adjoining properties
(APNs 299-100-47 and 48), 2.3 acres in aggregate, located on the corner of Jimmy Durante Boulevard
and San Dieguito Drive. The site, which is one block south of Del Mar Fairgrounds, is now vacant yet is
temporarily used as overflow parking for the Fairgrounds and Race Season (See Figure 27).8°
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Figure 27. Watermark properties
(Source: City of Del Mar Housing Element 2013-2021)

The Watermark properties are located within the City’s North Commercial (NC) Zone, initially
designated for commercial and light manufacturing uses. Land Use re-designation of the two
properties to a zoning classification that allows, by right, residential development at a density of 20 to
25 du/ac is one of the goals set by Del Mar’s Housing Element to meet the City’s RHNA obligation of 22
lower income Units. To this end, the Housing Element has projected 18 and 23 potential lower income
units for APN 299-100-47 and APN 299-100-48 properties, respectively.®'

In 2015, a housing development proposal was submitted by the property owner to the City of Del Mar.
The proposed 48-home project created a density of about 20 dwelling units per acre and covered
nearly half of the site. Seven of the units were designated for affordable housing, of which four units
were to be donated to the City (See Figure 28).

8 City of Del Mar Community Plan Housing Element 2013-2021.
8 City of Del Mar Community Plan: Housing Element 2013-2021, April 2013, p.B-32
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Watermark Del Mar - Del Mar, CA.
CONCEPTUAL SITE PLAN

November 24, 2015

Figure 28- Watermark Del Mar, 48-home Alternative Site Plan®

After receiving public comments on the plan, the developer proposed a new, reduced density
alternative with 38 homes at a density of 16 dwelling units per acre, covering over a third of the lot.

The new plan would provide eight affordable units, of which four would be donated to the City in
perpetuity (See Figure 29).33

Watermark Del Mar - Del Mar, CA ooe Emmm
PRELIMINARY LANDSCAFE PLAN. nan & :

Figure 29- Watermark Del Mar, 38-home Alternative Site Plan3

As of December 2017, the two alternatives (48 dwellings at 20 du/ac and 38 dwellings at 16 du/ac) are
going through the CEQA evaluation and entitlement processes. Upon the City Council’s authorization,
the developer is preparing a Specific Plan as well as other permit applications for the project. A Specific

82 www.watermarkdelmar.com

8 Watermark Del Mar, “About,” http://www.watermarkdelmar.com/about-watermark/. Date of Access:
January 24, 2018.

84 www.watermarkdelmar.com
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Planis a tool used by the City of Del Mar for the systematic implementation of its Community (general)
Plan, in the case of Watermark, for the Housing Element of the Community Plan. A Specific Plan
effectively establishes a link between implementing policies of the general plan and the individual
development proposals in a defined area, establishes standards for development, lays out
development parameters for the site and sets new zoning laws that supersede existing regulations.

Analysis

Pros: If the Specific Plan is approved, the City of Del Mar would be able to achieve seven to eight
covenant-restricted affordable units through the development proposals for the Watermark
properties. Such restrictions, in the form of covenants, would ensure that the units would remain
affordable for years to come. By designating eight units as lower-income housing, the second
alternative, in particular, meets the City’s Affordable Housing Mitigation Requirements for new
Condominium and Community Apartment Units, identified in DMMC Chapter 24.21.030. The Municipal
Code requires development proposals for 30 or more units to set aside 20 percent of the new units for
rental to low-income households, with a further requirement that two of the set-aside units be
reserved for rental at below market rates to a very low-income household and two of the set-aside
units reserved for rental at below market rates to an extremely low-income household.3

Cons: Should the City approve either of the development proposals, it would fall short of meeting the
number of lower-income units projected by the Housing Element for the Watermark properties. In
particular, approving the second alternative, which is a development proposal at a density of 16 du/ac,
means providing fewer lower income units on the site than identified in the Housing Element.

Overall, it can be argued that this scenario could help the City satisfy a portion of its RHNA obligations
by obtaining seven to eight covenant-restricted affordable owner/renter-occupied units. Additionally,
development agreements could enable additional affordable units above those proposed by the
developer as an exceptional public benefit. Given various aspects of the development proposals, this
scenario could be evaluated as an economically-desirable, high-priority, and high-feasibility strategy.

Recommendation:
e Strive throughout negotiations with developers to not only increase the percentage of units
designated as affordable in each project, but also to diversify the variation and size of the
proposed lower income units.

B. Obtain Covenants on the Del Mar Resort Project
The Del Mar Resort Project is a 16-acre bluff-top resort which has been proposed for an oceanfront,
triangular site in the northwest section of Del Mar. The proposed project is located on the southwest
corner of the Via de la Valle-Camino Del Mar intersection just north of North Beach, which lies at the
mouth of the San Dieguito River. The access to the property is from Border Avenue, which separates
the City of Del Mar from its neighbor to the north, the City of Solana Beach (See Figure 30).%¢

8 Del Mar Municipal Code, “Affordable Housing Mitigation Requirements for New Condominium, Stock
Cooperatives and Community Apartment Units,” Chapter 24.21.030.

8 The San Diego Union-Tribune, “Solana Beach to fell effects of Del Mar resort,” By Phil Diehl, August 31, 2017.
http://www.sandiegouniontribune.com/communities/north-county/sd-no-delmar-resort-20170831-story.html.
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The proposed resort will sit on seven contiguous residential parcels which were optioned from three
different families in 2017. The owner of one of the larger lots had planned to subdivide his property
into five gated estates, and is approved for such if no resort materializes. According to the City of Del
Mar Zoning Map, the parcels are zoned as very low density residential (R1-40) and modified low density
residential (R1-14) (See Figure 31). Because the lots have to be rezoned for Hotel use, several legislative
changes and discretionary permits must be approved.?® Similar to the development proposals for the
Watermark properties, in June 2017, the Del Mar City Council approved the preparation of a Specific
Plan to entitle the parcels.®9 In addition, required development permits include a Conditional Use
Permit (CUP), Coastal Development Permit (CDP) and Design Review Permit (DRP). A ministerial
Building Permit is also required. As of spring, 2018, the resort project is undergoing development and
environmental reviews by the City of Del Mar. The resort project will require approvals from the City
and the California Coastal Commission. Developers do not expect construction to begin for several

years. Once it starts, the project could be built out in 26 to 28 months.?°

87 Googlemaps.com
8 City of Del Mar Community Plan: Housing Element 2013-2021, April 2013, p.B-6
89 The Coast News Group, “Plans for bluff-top resort unveiled,” by Brianca Kaplanek, September 8, 2017.

https://www.thecoastnews.com/2017/09/08/plans-for-bluff-top-resort-unveiled|.
9° San Diego Business Journal, “Blufftop Battleground,” by Lou Hirsh, October 12, 2017.

https://www.sdbj.com/news/2017/oct/12/blufftop-battleground/.
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Figure 31.- The Site of the Proposed Del Mar Resort (Source: City of Del Mar)

The proposed Resort Project plans to have approximately 250 hotel rooms, 76 owner-occupied resort
villas, restaurants, meeting space, a public park, and walking trails. The project also proposes 15
affordable rental units (the required 20 percent) identified as workforce housing. It should be noted
that the project’s exact disposition will be determined through the entitlement process.
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Analysis

Pros: If the Specific Plan is approved, the proposed Resort Project could help the City obtain
approximately 15 covenant-restricted affordable units. The development proposal would also open up
a prime oceanfront site to the public. This would add to the City’s inventory of open public spaces and
enhance Del Mar residents’ quality of life in the long run.

Cons: The project is in its early stages of development processing and currently has no guaranteed
entitlements. Given the scope and magnitude of the development proposal, more affordable housing
units could have been included in the project. The project, by the nature of a new large resort
development, will be adding to the City’s demand for low income housing, given its workforce. This is
not accounted for in the 15 units. Furthermore, as of January 2018, it is not clear to which economic
segment(s) or income categories the proposed affordable housing units will be geared. The
surrounding community has expressed concern about the project’s potential impacts on traffic, noise
and views of the sea.

This scenario could help the City meet a percentage of its immediate RHNA obligations by achieving
approximately 15 affordable renter-occupied units. Considering various aspects of the development
proposal, this scenario could be evaluated as an economically-desirable, high-priority, and high-
feasibility strategy for achieving affordable housing.

Recommendations:

e C(Collaborate with the development team to increase the Resort Project’s percentage of
affordable housing units.

e Ensure that the proposed affordable housing, as defined in the scope of the project, would
meet the income requirements and therefore count towards the City’s RHNA allocation
targets.

C. Obtain Covenants on the 941 Camino Del Mar Project

A specific Plan has been developed for a half-acre property, previously known as Garden Del Mar, at
the intersection of Camino Del Mar and 10th Street (APNs 300-221-32 and 300-221-22) (see figure 32).
The proposed project envisions a two-story, mixed-use development comprised of a range of
professional office, commercial and “residential hospitality” uses. While allowing for maximum
flexibility and adaptability in future uses due to the potential changes in market demands,®" the
Specific Plan would allow up to 22 “residential hospitality” units within a maximum of two stories
within the project site.?

91 RECON Environmental, Inc.,“Draft Supplemental Environmental Impact Report for the 941 Camino Del Mar
Specific Plan,” March 28, 2018, P.3-1
92 RECON Environmental, Inc.,“Draft Supplemental Environmental Impact Report for the 941 Camino Del Mar
Specific Plan,” March 28, 2018, P.3-4
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Figure 32- The 941 Camino Del Mar Project (Source: Draft Supplemental Environmental Impact
Report for the 941 Camino Del Mar Specific Plan, 2018)

As of this writing, entitlements have been requested for the proposed project. Moreover, the Draft
Supplemental Environmental Impact Report (SEIR) has been released and is going through the 45-day
review period.

Analysis

Pros: If the Specific Plan is approved and permission for 22 “residential hospitality” units is granted,
the City of Del Mar could achieve four to five covenant-restricted affordable units. The City’s
Affordable Housing Mitigation Requirements for new Condominium and Community Apartment Units,
identified in DMMC Chapter 24.21.030, requires development proposals for 20-29 units to set aside 20
percent of the new units for rental to low-income households, with a further requirement that two of
the set-aside units be reserved for rental at below market rates to very low-income households and
two of the set-aside units reserved for rental at below market rates to extremely low-income
households.”

Cons: The project is in its early stages of development processing and currently has no guaranteed
entitlements.

This scenario could help the City meet a percentage of its immediate RHNA obligations by achieving
approximately 4-5 affordable renter-occupied units. Considering various aspects of the development

9 Del Mar Municipal Code, “Affordable Housing Mitigation Requirements for New Condominium, Stock
Cooperatives and Community Apartment Units,” Chapter 24.21.030.
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proposal, this scenario could be evaluated as an economically-desirable, high-priority, and high-
feasibility strategy for achieving affordable housing.

Recommendations:
e Provide incentives to encourage the developer to increase the number of set-aside affordable
units.
e Preferably, secure at least two units for each low-income category (2 units for low-income, 2
units for very low-income, and 2 units for extremely low-income households).

D. Obtain Covenants in Accessory Dwelling Units and Junior Accessory Dwelling Units

Accessory Dwelling Units (ADUs) are emerging as an important new housing typology in California, for
both rental housing and to house extended family members. Given their smaller size, absence of land
costs, and financial benefit to existing homeowners, ADUs are a relatively accessible form of new
housing production and have become an increasingly important contributor to California cities’
housing stock.

The City of Del Mar should consider steps to encourage ADU production in order to meet increased
demand for housing, and to help meet the goal of creating 22 units of affordable housing by 2022.

Background
In 1999, the City of Del Mar enacted a Second Dwelling Unit Ordinance to allow the construction of
ADUs on properties otherwise zoned for single family development.

This ordinance restricted ADUs to a limited number of residential zones, established minimum lot sizes
which precluded many homeowners from building ADUs, required ADUs to record affordability
covenants, and required discretionary design review. Because of these restrictions, there were no
ADUs permitted between 1999 (when the ordinance was adopted) and October 2017 when it was
superseded.

In order to encourage production of ADUs to help meet state housing goals, the state legislature
approved a series of bills that took effect on January 1, 2017 requiring cities to create ordinances that
would reduce regulatory barriers to the development of ADUs. Any city that does not have an ADU
ordinance that complies with the new state law would automatically defer to the development
standards in the state law.

As a result of state law that took effect in January 2017, the City of Del Mar adopted new ADU
regulations in October 2017 in order to provide for ministerial approval consistent with the State law
as amended, and to make other changes as described below. Justification of this new ordinance
included, among other reasons, the ability for ADUs to help the City of Del Mar meet its affordable
housing goals.

The new ordinance, adopted by Del Mar City Council in October 2017 (and approved by the California

Coastal Commission on February 8™ 2018) includes four primary changes to help encourage production
of ADUs:
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1) Expanded zones in which ADUs are allowed to all residential zones (with the exception of RM-
South, which is already a higher-density zone);

2) Eliminated minimum lot size requirements;

3) Eliminated the requirement that all ADUs be deed-restricted with affordability covenants; and

4) Eliminated design review (as mandated by State Law).

As a result of these changes in the new ordinance, the first two permits have been issued for the
development of ADUs in Del Mar. Neither of these units are anticipated to be deed-restricted as
affordable housing and therefore not anticipated to count towards the City’s 22-unit affordable-
housing goal.

Fees for an ADUs permit are approximately $9,695, including plan check and building issuance fees,
which is relatively low compared to many other California cities.

The City of Del Mar does not have data on unpermitted ADUs, although anecdotal evidence suggests
that they do exist in limited number, including freestanding ADUs as well as conversions of existing
spaces.

Analysis
Given the land use and market characteristics described above, there are both opportunities and
challenges to strengthening ADU production in Del Mar.

Opportunities

1) Construction Cost-Property Value Differential. High property values in Del Mar incentivize the
production of ADUs, because the differential between the construction cost and the post-
construction value is significant. According to the Del Mar Housing Element, average
construction costs are about $200 per square foot. But the value of property in Del Mar is
about $1,527 per square foot—an 850 percent differential®>. Thus, building ADUs creates
significant value with a modest investment.

2) Newly Expanded Sites for ADUs. Del Mar’s new ADU ordinance increases the land area
available for ADUs from 36% to 47% of the land area in Del Mar®*—expanding the opportunity
for nearly all Del Mar homeowners to build ADUs.

3) Availability of Owner Financing. According to the Del Mar Housing Element, many
homeowners have large amounts of equity and could thus finance ADUs with home equity
lines of credit or cash-out refinancing.

9 Per City of Del Mar / City of Solano Beach Building Division (February 2018)
9 https://www.zillow.com/del-mar-ca/home-values/ (July 2017)
9 Per City of Del Mar Planning Department land mass inventory (February 2018)
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Challenges

1) Maximum size. The current maximum size of 550 square feet restricts ADUs to studios and
small one bedrooms, limiting the ability for ADUs to serve families and for homeowners to take
full advantage of the economic benefits of ADUs.

2) Legalization of Existing Unpermitted Units. Anecdotal evidence suggests that there are
unpermitted units already in existence that could be permitted which would allow better
tracking of ADUs and better compliance with building codes for the safety of owners, tenants,
and neighbors. Current regulations, including the maximum size mentioned above, discourage
some owners of unpermitted units from permitting those units, including those unpermitted
units that are conversions of existing residential spaces.

3) Restrictive FAR. Many of the single family properties in Del Mar are already developed to their
maximum allowed FAR% and therefore cannot build any additional square footage, including
freestanding ADUs or ADU additions.

4) Increased Assessments. Some homeowners are discouraged from building ADUs because of
fears of increased property valuation assessments that would be triggered through addition
of space or rehabilitation of existing space to an ADU.

Review of Successful Strategies in Other West Coast Cities
Many west coast cities have embraced ADUs as a way to increase housing options for renters and

provide revenue streams to homeowners. These cities have deployed numerous tactics to address
the specific local challenges to production of ADUs. These tactics have had varied impacts.

The rest of this page is intentionally left blank

97 Per discussion with City of Del Mar Planning Department

69



Figure 33. Solutions applied in other cities

City  Tactic(s) Impact
Portland Permit Fee Waiver; Advocacy- Production increased from
led tours/workshops approximately 25 annually
between 2000-2009 to 615 in
2017.98
Santa Cruz Marketing, Prototyping, Increased from 21 units in 2015 to
Financial Incentives 38 units in 2017.9°
Los Angeles Deference to State Law, Production increased from
Marketing, Prototyping approximately 95 units annually to
1,970 annually'°
San Diego Code changes: increase Increased ADU permits from
maximum size, eliminate approximately 16 in 2015 and 2016
parking for small units, and to 64 in 2017."
allow parking in setbacks

Conclusion

Based on the opportunities and challenges in Del Mar and successful strategies from other West Coast
cities, there are several potential strategies the City of Del Mar can undertake to increase ADU
production and achieve its affordable housing production goals.

1)

Increase maximum allowable size for ADUs created within existing permitted space.
Increasing the maximum size from 550 square feet to at least 850 square feet for ADUs created
within existing, permitted spaces (such as primary homes, garages, or guest houses) will allow
homeowners to take greater advantage of the economic benefits of ADUs, to provide new
opportunities for housing families, and to encourage homeowners with unpermitted units to
legalize those units.

Allow increase maximum size of new ADUs in exchange for income-restricted ADUs.
Increasing the maximum allowable size of a newly-constructed ADU to 850 square feet (from
550 square feet) in exchange for deed-restricting the ADU for low-income residents for 10-30
years would incentivize some homeowners to voluntarily restrict rental rates for their new
tenants. Given the high returns on adding square footage (see ‘Construction Cost — Property
Value Differential’ above), adding ADUs while restricting incomes of ADU tenants is still a
strong value proposition to homeowners. This is discussed in greater detail in the next section
and in Figure 33.

9 “The Ascent of ADUs in Portland” published by Accessory Dwellings, February, 2017.
https://accessorydwellings.org/2017/02/27/the-ascension-of-adus-in-portland/

9 “ADU Update: Early Lessons and Impacts of California’s State and Local Policy Changes” published by
University of California Berkley’s Terner Center for Housing Innovation, December 2017.
https://ternercenter.berkeley.edu/blog/adu-update-early-lessons-and-impacts-of-californias-state-and-local-

policy

199 Ibid. and City of Los Angeles Open Data Portal

101 1bid.
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3)

4)

Allow Additional Square Footage Beyond FAR maximums for income-restricted ADUs. Similar
to #2 above, in this scenario homeowners who have already reached the maximum allowable
FAR on their sites would be allowed to add up to 550 sf of additional building area for an ADU,
if they agreed to rent the unit at affordable levels for 10-30 years.

Enact a Property Tax Abatement for income-restricted ADUs. Under this program, property
owners who file for an ADU permit and rent to income-restricted tenants would receive a
property tax abatement for the ADU. The income restriction would be covenanted and have
a term up to 30 years. Property tax abatement programs, such as the Mills Act, have
successfully encouraged homeowners to make property improvements that create value for
both the homeowner and the city, and could serve as a precedent for a Del Mar City program.

Areas for Further Research

As ADU production increases in Del Mar, additional research can be conducted to evaluate the
market for ADUs and refine ADU policies as needed. Additional research questions include:

1)
2)
3)
4)

What are the actual construction costs for ADUs?

What are the market rents for ADUs?

What are typical floor plan/configurations of ADUs?

How many unpermitted spaces that could be considered as ADUs are there in Del Mar?

These additional questions (#1 - #3) could be answered through interviews with the 2 homeowners
with ADU permits. Question #4 could be answered through a deeper GIS analysis using city parcel,
permit and code enforcement data.

The rest of this page is intentionally left blank
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Figure 34. ADU Value Capture Calculations

Using construction costs, rents, and restricted rents in the Housing Element, this table calculates the
hypothetical value increase that a homeowner would realize from constructing an ADU. It also

calculates the ‘loss’ of rental income if they rented the unit at restricted rates for affordable housing.

Depending on the term of the affordability covenant and the size of the unit, the net benefit to the
homeowner is between $500,900 and $1,399,200.

Assumptions

550
850
1,200

$109
$1,527
$1,285
$1,606
$1,735
$2,060
$2,371
$2,575

Current Maximum Square Footage

Proposed Maximum Square Footage

Proposed Max Square Footage, with Affordability Bonus

Per Square Foot Construction Cost

Per Square Foot Property Value

80% AMI Rent (2 people)
80% AMI Rent (4 people)
80% AMI Rent (5 people)

Market 1 BR rent
Market 2 BR rent
Market 3 BR rents

550 sf (1 BR)

850 sf (2 BR)

1,200 sf (3 BR)

Construction Cost $59,950 $92,650 $130,800
Value Increase $839,850 $1,297,950 $1,832,400
Net Gain $779,900 $1,205,300 $1,701,600
Annual Restricted Rent $15,420 $19,272 $20,820
Annual Market Rent $24,720 $28,452 $30,900
Annual Rent 'Loss' (%9,300) ($9,180) ($10,080)
Rent Loss (10 yrs) ($93,000) ($91,800) ($100,800)
Net Benefit Over 10 Years
. $686,900 $1,113,500 $1,600,800
(Net Gain- 10 yr loss)
Rent Loss (30 yrs) ($279,000) ($275,400) ($302,400)
Net Benefit Over 30 Years
(Net Gain) - (30 yrloss) ¥500,900 $929,900 #1,399,200

Sources: Construction costs, AMI rents, and Market Rents per Del Mar Housing Element.
https://www.zillow.com/del-mar-ca/home-values/ (July 2017)
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Solutions Framework Strategy #4: Pursue Partnership Opportunities with the Del Mar Fairgrounds

Located in the northeastern section of the City, the Del Mar Fairgrounds occupies 20 percent of the
land area of Del Mar and is the City’s largest employer. Owned and operated by the 22nd District
Agricultural Association (DAA) on behalf of the State of California, the Fairgrounds hosts the San Diego
County Fair every year, which is one the most successful and well-attended fairs in the United States,
with attendance of over 1.2 million visitors during its 22-day run. The 43-day horse-racing meet that
follows the Fair each year is also regarded as one of the finest race meets in the country, with
attendance of over 700,000 spectators each year. The economic impact of racing at the Fairgrounds
on the San Diego economy has been estimated in excess of $100 million. The annual Fair contributes
in excess of $160 million to the local economy, and interim events bring in $98 million. The total
economic impact of all Fairgrounds activities is over $358 million.'®> The Fairgrounds also contributes
to the regional economy by creating low-income seasonal job opportunities in a high-cost market.

Forging a partnership with the Fairgrounds could provide the City of Del Mar with opportunities to
fulfill its RHNA requirements. This section explores different aspects of this strategy.

A. Del Mar Fairgrounds Backstretch Housing

The Fairgrounds property includes a horseman's village in the horse stable area known as “the
backstretch.” (See Figure 35). The village, originally built in 1937, currently consists of approximately
273 dormitory-style rooms, each roughly measuring 10 to 12 square feet and accommodating two
people per room.' The rooms, organized into several quarters, are leased to seasonal laborers, such
as fair and carnival workers, equine grooms, stable hands, jockeys, etc. The backstretch housing along
with the Recreational Vehicle spaces provide housing on the Fairgrounds for 1,200 people, on a
seasonal basis."*

Overall, there is very limited information about the physical conditions of the housing quarters in the
Fairgrounds. According to Fairgrounds 2008 Master Plan, the backstretch housing in certain sections
of the stable area is quite "old" and "substandard" and requires "constant attention to maintain
adequate living standards."'®> The quarters are composed of different building types and units.
Racetrack workers' quarters, for instance, include block-walled rooms, each furnished with a sink, a
shelf, a rack, and shared showers and toilets.'°® Given the requirements set by both the State of
California and Del Mar Municipal Code, and assuming that none of the units includes individual toilets,
showers and kitchen, the backstretch housing in its current conditions would not meet the State
definition of a “dwelling unit” and therefore would not satisfy RHNA requirements.

Improvement of the existing backstretch area by continuing to rebuild living quarters in accordance
with the Backstretch Master Plan is one of the long-term objectives of the Fairgrounds 2008 Master

922008 Master Plan: Del Mar Fairgrounds and Horsepark, Prepared by LSA Associates, LLC., April 2011, p.1

'3 Del Mar Times, “Del Mar considering affordable housing on fairgrounds,” December 31, 2012.
http://www.delmartimes.net/sddmt-del-mar-considering-affordable-housing-on-2012dec31-story.html.

'°4 City of Del Mar Community Plan Housing Element 2013-2021, April 2013, p. 28.

952008 Master Plan: Del Mar Fairgrounds and Horsepark, Prepared by LSA Associates, LLC., April 2011, p.10
196 The San Diego Union-Tribune, “Many workers call the fairgrounds home,” By Adam Kaye, June 20, 2007.
http://www.sandiegouniontribune.com/sdut-many-workers-call-the-fairgrounds-home-2007jun20o-story.html.
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Plan.’®” The Master Plan envisions the demolition of a portion of the existing dormitory-style housing
in the southern section of the Fairgrounds, a beige-and-green wooden building of 48 rooms known as
the "Motel 6," and construction of 78 new replacement units in the living quarters in the Backstretch
Area to be available for the fairgrounds seasonal workers, as well as for some of its temporary
employees. °

~.

ok
: .muum

Figure 35- Backstretch Area (Source: 2008 Fairgrounds Master Plan)

Backstretch Housing Scenario

In compliance with the City’s Housing Element, this scenario calls for collaborating with the 22nd DAA
to ensure that at least 22 units of the total replacement units identified in the DAA’s Master Plan be
constructed in a manner such that they would be both affordable and eligible to count towards Del
Mar’s RHNA requirements. In order for the City to gain RHNA credits, the new units need to meet the
Department of Housing and Community Development (HCD) parameters for what constitutes a
housing unit. The criterion used by HCD requires that the units meet the definition of “Dwelling Unit”
as defined in the State Building Code and the US Census.

Analysis
Pros: This scenario could help the City meet all the 22 affordable housing units identified by RHNA.
Although the definition of “Dwelling Unit” as defined in the State Building Code and the US Census

72008 Master Plan: Del Mar Fairgrounds and Horsepark, Prepared by LSA Associates, LLC., April 2011, P.18.
108 City of Del Mar Community Plan Housing Element 2013-2021, April 2013, pp.28 & 71
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stipulates that the units be equipped with sanitary and cooking facilities, they do not specify the length
of time that a unit must be occupied, leaving flexibility for seasonal employees or worker housing. The
two parties already taken initiatives to forge a partnership. On February 19, 2013, the Del Mar City
Council adopted a resolution to initiate a partnership between the City and the 22nd District to carry
out shared goals regarding housing at the Fairgrounds property.” The resolution also suggests that
the City’s dedicated Housing Assistance Reserve Fund could be used to help finance the respective
housing project."® On March 12, 2013, the Board of Directors of the 22nd District Agricultural
Association adopted a similar resolution. Under the latter resolution, the construction of the “Dwelling
Units,” or partnership with the City, will be contingent upon Del Mar’s payment for all the added
housing costs for kitchenettes and restrooms.™ If an agreement could be reached, the costs of land,
which is a major deterrent to developing affordable housing in Del Mar, would be eliminated.

Cons: Due to its proximity to the San Dieguito River Valley and Lagoon, the entire Del Mar Fairgrounds
falls within the 100-year floodplain, or Zone AE, as defined in the Federal Emergency Management
Agency (FEMA)’s FIRM Maps. Therefore, a Floodplain Development Permit is required for
development proposals and, pursuant to the FEMA and City regulations, the finished floor of the new
residences must be elevated to alevel above the established Base Flood Elevation (BFE). Furthermore,
new development in this area could be prohibited unless it can be shown that permanent structures
are capable of withstanding periodic flooding and do not require the construction of offsite flood
protective works, disturbance to environmentally sensitive areas will be minimized, increase in flood
flow velocities will not occur, any loss or degradation of existing wildlife habitat areas will be
completely mitigated, and there will be no adverse water quality impacts to adjacent or downstream
wetland areas." Residents in the Special Flood Hazard Areas will also be required to buy flood
insurance.” All these provisions might make the design and construction expenses of any housing
development in the Backstretch Area comparatively costly.

Furthermore, provision of sanitary and cooking facilities or covering the whole expense of making 22
permanent housing units in the Backstretch Area may be beyond the capacity of Del Mar’s Housing
Assistance Reserve Fund, which amounted to $482,000 in January 2018. The City may need to look into
additional sources to cover the financing gap. Moreover, the process of negotiations with Fairgrounds
officials to reach a deal has proved to be lengthy and may extend beyond 2022.

Nevertheless, it can be argued that this scenario could help the City achieve 22 affordable units to meet
its RHNA obligation. Considering the different parameters discussed above, this strategy could be
assessed as a high-priority, medium-feasibility scenario with high economic desirability.

199 City of Del Mar Memorandum, “Resolution to initiate a partnership with the 22nd District Agricultural.
Association (22nd DAA) to carry out shared goals for affordable housing at the Fairgrounds property,”
February 19, 2013.

"o City of Del Mar Memorandum, “Resolution to initiate a partnership with the 22nd District Agricultural.
Association (22nd DAA) to carry out shared goals for affordable housing at the Fairgrounds property,”
February 19, 2013.

" Rancho Santa Fe News, “Fair board OKs elephant rides, housing,” By Bianca Kaplanek, March 22, 2013, p, A3.
https://issuu.com/coastnewsgroup/docs/rancho-santa-fe-2013-03-22.

"2 City of San Diego Planning Department, “Torrey Pines Community Plan,” Appendix E, p.117

3 City of Del Mar, “FEMA - CCAMP Project,” http://www.delmar.ca.us/618/FEMA--CCAMP-Project. Date of
Access: 01-09-2018.
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Recommendations:

e Proactively continue negotiations with Fairgrounds authorities to reach a win-win solution to
create 22 permanent housing units on the Fairgrounds by 2022.

e Concurrently, create a work program to carry out a site-specific financial feasibility analysis for
the project. Such an analysis could be used as the basis for various partnership opportunities
between the City and the Fairgrounds.

¢ Identify potential sites in the Backstretch area that could fulfill shared goals regarding housing.

B. Del Mar Fairgrounds Laydown/Parking Lot

A potential site which could offer partnership opportunities between the City and the Fairgrounds to
create affordable housing is the Laydown/Parking Lot. The site is situated near the Fairgrounds’ East
Main Stable Gate, just southwest of the Via De La Valle - Jimmy Durante Blvd intersection (See Figure
36). The Laydown/Parking Lot, which is roughly 78,500 square feet (approximately 1.8 acres), is located
within the City of Del Mar’s Fairgrounds-Racetrack (FR) Zone. The site is currently used as a parking lot
for the backstretch area.

Laydown/Parking Lot Scenario

This scenario calls for collaborating with the 22nd DAA to convert the Laydown/Parking Lot into a
residential use. The site has potential to accommodate a portion of the 78 new replacement units
envisioned in Fairgrounds 2008 Master Plan in the Backstretch Area. The City of Del Mar’s 2013-2021
Housing Element suggests a range of land use planning programs to designate appropriate locations
for higher density residential development.” The Housing Element also acknowledges the inclusion
of a housing component in the 22nd DAA Fairgrounds Master Plan at a residential density of not less
than 20 dwelling units per acre.” Therefore, the Laydown/Parking Lot could create a residential
complex comprised of 36-45 units at a density of 20-25 dwelling units per acre. Of this projected
number, 22 units could be designated for renter-occupied affordable housing.

Figure 36- Parking Lot/Laydown Site (Source: Google Maps)

"4 City of Del Mar, “City of Del Mar Community Plan Housing Element 2013-2021,” April 30, 2013. p. 62.
"> City of Del Mar, “City of Del Mar Community Plan Housing Element 2013-2021,” April 30, 2013. p. 87.
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Analysis

Pros: This scenario could help the City meet all the 22 affordable housing units identified by RHNA. The
site is strategically located with good access to major transportation routes (Jimmy Durante Blvd and
Via De La Valle). Since the land is owned by the State, no code amendment in zoning is required. A
separate street access to the site should be considered. Using the financial feasibility model identified
for two development prototypes in this report, the development costs for this scenario, when land
costs and additional direct and indirect flood prevention expenses are excluded, are roughly
estimated at $460,000 per affordable unit. In this case, the financing gap that needs to be filled jointly
by the City and State would be approximately $216,000 per unit, or $4,752,000 for 22 units."®

Cons: Given the existing balance of the City’s Housing Assistance Reserve Fund ($482,000 in January
2018), if the City were to independently provide 22 units, a significant financing gap would need to be
filled. In this case, the Housing Assistant Reserve Fund would need to increase to $4,752,000.
Furthermore, since the site is located within the San Dieguito River’s 100-year floodplain, new
development will be subject to permit requirements and development limitations to help avoid or
reduce projected flood impacts. As a result, extra design and construction requirements and
associated fees would be added to the projected costs.

Overall, it can be argued that this scenario could help the City achieve 22 affordable units to meet its
RHNA obligation. Given various aspects of this approach, this scenario could be assessed as a high-
priority, high-feasibility strategy with medium economic desirability.

Recommendations:
e Initiate talks with Fairgrounds officials regarding housing opportunities on the Parking
Lot/Laydown Site.
e Identify funding resources from local, State, and Federal entities to fill the financing gap.

C. Pursue the Annexation of Surf and Turf Park to the City of Del Mar

A second site within the boundary of the Del Mar Fairgrounds with potential to create affordable
housing is the Surf and Turf R.V. Park. The proposed site is a rectangular parcel located in the City of
San Diego at the northeastern edge of the City of Del Mar just across the street from the Del Mar
Thoroughbred Club (See Figure 37). The Surf and Turf R.V. Park is roughly 110,000 square feet
(approximately 2.5 acres), and is bounded by the Hilton San Diego/ Del Mar complex to the north, Del
Mar Golf Center and Recreational Complex (Wave Volleyball club and tennis courts) to the east, a
feeder road (Turf Road) to the south, and Jimmy Durante Blvd to the east (See Figure 38). The R.V.
Park is managed by the interim Executive Manager of Del Mar Golf Center, offering short- and long-
term accommodation services to up to 62 recreational vehicles (See Figure 39).

116 The figures provided above for the construction cost per affordable unit and the financing gap are based on
a financial feasibility model calculated for a development scenario with a density of 17 du/ac. As such, these
figures are not accurate for a development scenario with a density of 20-25du/ac. However, it can be argued
that based on the economies of scale principal, construction cost per unit would be lower for a higher density
project, and that the difference between the two scenarios in terms of the estimated figures would be
negligible.
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Figure 38- The Site of the Surf and Turf R.V. Park (Source: Google Maps)




Figures 39- Views from inside the Surf d Turf .V. Park (Source: Surf and Turf R.V. Park Website)

The Surf and Turf R.V. Park is located within the boundaries of the City of San Diego’s Torrey Pines
Community Plan. The Community Plan’s Commercial Element suggests that this property be
maintained as a less intensive Commercial Recreation Zone with such uses as those that exist on the
site and its surroundings (See Figure 40). According to the City of San Diego zoning map, the Surf and
Turf R.V. Park is within AR-1-1 (Agricultural, Regional, Use Package 1, and Development Regulation 1)
Zone (See Figure 41).

The rest of this page is intentionally left blank
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Figure 40.- The Surf and Turf R.V. Park is zoned as Commercial Recreation in Torrey Pines
Community Plan (Source: Torrey Pines Community Plan, p.74)
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Surf and Turf R.V. Park Scenario

This scenario calls for collaborating with the 22nd DAA and the City of San Diego to annex the Surf and
Turf R.V. Park to the City of Del Mar, and then rezone the land for a residential use. According to the
2013-2021 Housing Element, which acknowledges the inclusion of a housing component in the 22nd
DAA Fairgrounds Master Plan at a residential density of not less than 20 dwelling units per acre," the
property has potential to create a multifamily residential complex including 50-62 units at 20-25
dwelling units per acre. Of this projected number, 22 units could be designated for renter-occupied
affordable housing to fulfill Del Mar’s 2013-2020 Cycle Regional Housing Needs Allocation, and the
remaining units (23-40) could be considered for owner-occupied market-rate housing (town homes).
Like the rest of the Del Mar Fairgrounds, the site of the Surf and Turf R.V. Park is located within the
San Dieguito River’s 100-year floodplain. As such, a Floodplain Development Permit is required and,
pursuant to the Federal Emergency Management Agency (FEMA) and City regulations, the finished
floor of the new residences must be elevated to a level above the established Base Flood Elevation
(BFE) for the property as shown on FEMA’s FIRM maps.

Analysis

Pros: The Surf and Turf R.V. Park could help the City of Del Mar meet its RHNA requirements. The site
is roughly 600 feet south of Via De La Valle with easy access to Interstate 5. The process of annexation,
which is administered by San Diego Local Agency Formation Commission (LAFCO), is detailed in
Appendix | of this report. Assuming that the City of Del Mar, the City of San Diego, and the State of
California were to agree on the annexation proposal, the processing fees for this site, which are also
detailed in Appendix I, would be approximately $16,000, not including environmental review fees or
other miscellaneous fees—such as surcharge fees, deferral of fees, and fees associated with
conducting authority protest proceedings."® Using the financial feasibility model identified for two
development prototypes in this report, the development costs, when land costs and additional direct
and indirect flood prevention expenses are excluded, are roughly estimated at $462,000 per
affordable unit. Nevertheless, the proposed mixed-income housing project offers potential for a
public-private partnership.

Cons: The process of annexation might be bureaucratically lengthy and politically complex, and extend
beyond the 2022 goal. The financing gap that needs to be filled by the City (or a developer) to build
22 affordable units on the Surf and Turf R.V. Park, with assumptions discussed earlier, would be
approximately $216,000 per unit. Given the existing balance of the City’s Housing Assistance Reserve
Fund ($482,000 in January 2018), if the City were to independently build 22 units on site, a significant
financing gap would need to be filled. In this case, the Housing Assistant Reserve Fund would need to
increase to approximately $4,752,000. Furthermore, since the site is located within the San Dieguito
River’s 100-year floodplain, the proposed housing project will be subject to permit requirements and
development limitations to help address projected flood impacts. As a result, extra design and
construction provisions and associated fees would be added to the projected costs.

The City of Del Mar could achieve 22 lower income homes and satisfy its RHNA obligation through
annexation of the Surf and Turf R. V. Park. Given all aspects of this scenario, it could be assessed as a
high-priority, medium-feasibility strategy with high economic desirability.

"7 City of Del Mar, “City of Del Mar Community Plan Housing Element 2013-2021,” April 30, 2013. p. 87.
"8 San Diego Local Agency Formation Commission Website, “About LAFCO: Spheres of Influence,”
http://www.sdlafco.org/Webpages/about_lafco.htm. Date of Access: 11-09-2017.
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Recommendation:

e [Initiate negotiations with Fairgrounds officials and the City of San Diego regarding the
annexation of the Surf and Turf R.V. Park. The City should also set up an ad-hoc
interjurisdictional working group to identify ways to streamline and expedite the annexation
procedure through LAFCO.

Section II: Capital Plan

This section provides background on the current funding environment for addressing the need for
affordable housing in California.

Funding Environment

The September 2017 Federal House of Representatives vote on the FY 2018 omnibus spending bill
proposed to cut $483 million from HUD, creating uncertainty about future funding to address housing
affordability.” While funding for key homelessness programs was largely preserved, the Federal
Administration’s original FY 2018 budget proposed eliminating funding for the Community
Development Block Grant program (CDBG) and HOME Investment Partnerships program (HOME), as
well as the Housing Trust Fund and the HUD VASH voucher program. Furthermore, the recent federal
tax reform has lowered the corporate tax rate which would decrease the value of tax credits that
corporations would gain when investing in affordable housing projects. The Tax Reform and Jobs Act
is expected to result in the loss of roughly 235,000 affordable rental homes across the nation over the
next decade. The potential decrease in production of affordable housing in California due to the recent
tax reform is estimated at 49,000 units over the next ten years.

In contrast, recognizing the severity of the housing crisis statewide, in September 2017 the California
legislature passed a package of 15 housing bills to promote the development of affordable housing,
streamline approval processes for housing development, and enforce compliance with Housing
Element laws in an effort to ensure adequate housing to meet the needs of residents at all income
levels. Several of these laws, including the Building Homes and Jobs Act (SB-2) and the Veterans and
Affordable Housing Bond Act of 2018 (SB-3), proposed for the November 2018 ballot, will provide new
sources of funding to increase the production of affordable housing.

Overview of Current and Potential Funding
The following tables provides an overview of current and potential sources of funding for affordable
housing at the federal, state, and local levels.

9 National Council of State Housing Agencies. (2017). House Passes FY 2018 Omnibus Spending Bill.
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Figure 42. Existing Federal Sources

Existing Federal Funding Sources

Source

Description

Low-Income Housing
Tax Credits (LIHTC)

Since its passage as part of the 1986 Tax Reform Act, the Low-Income
Housing Tax Credit program has become the leading source of subsidy
financing for affordable housing production in the United States, and has
created an estimated 3 million units of housing for low income people, or
an average of 110,000 units each year. The tax credits are apportioned to
states based upon population, and each state’s allocating agency awards
the tax credits on a competitive basis to affordable housing developers,
generally based upon the depth of affordability, location near
transportation and services, and other factors. In California, allocations are
made by region to ensure relatively even distribution of credits to the major
metropolitan areas of the State, with a set aside for rural projects.

States also allocate a certain level of “non-competitive” tax credits to
developers, known as “4 percent tax credits,” that are intended to be
financed by a combination of 4 percent tax credits and tax exempt housing
bonds. These 4 percent tax credits provide a lower level of subsidy than the
competitive ‘“9 percent tax credits” and can be deployed to projects
designed for higher incomes or for mixed-income projects, or can be
leveraged with higher levels of state and local subsidies.

The 1.3-trillion-dollar Omnibus Spending Bill, also known as the
Consolidated Appropriations Act, was passed by Congress and signed into
law by the President on March 23, 2018. The bill made two changes to the
Low-Income Housing Tax Credit (LIHTC) Program. The bill enlarged the
amount of 9-percent tax credit allocation cap by 12.5 percent over the next
four years, allowing the states to increase the credits that can be allocated
to qualified low-income housing projects for each fiscal year. This provision
is effective from 2018 through 2011 calendar years.

The bill also created a new “set-aside” option, known as “Income
Averaging” (1A), a provision derived from the 2017 Affordable Housing
Credit Improvement Act. The income averaging provision adds a third
minimum “set-aside” criterion to the current low-income requirements for
qualified projects. Under the previous law, in order to qualify for low-
income housing tax credits, rental properties had to meet one of the two
set-aside criteria: The projects either had to reserve at least 20 percent of
the rental units to households with income levels at or below 50 percent
of area median income (AMI), or designate 40 percent of the rental units
to households with incomes at or below 60 percent of AMI.

Under the new Income Averaging provision, projects may qualify for low-
income housing tax credits if at least 40 percent of the total residential
units are earmarked to individuals with income levels equal to or less than
the “imputed income limitations” assigned to the units. The IA provision
lowers the set-aside amount to 25 percent in areas with high housing
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Existing Federal Funding Sources

Source Description

costs. Pursuant to federal law, the imputed income limitation should not
exceed 60 percent of AMI, and the assigned rent to the unit should not
exceed 30 percent of the respective imputed rate.”” However, the IA
provision allows for renting the units to individuals with income levels as
high as 80 percent of AMI if the project’s overall household income
average is kept at 60 percent of AMI.

In 2017, the California Tax Credit Allocation Committee (TCAC) awarded
nearly $95 million in 9 percent federal tax credits and $73.5 million in state
credits to 82 projects, which will result in the development of 4,513 units of
low-income housing. TCAC also awarded $4.4 million in federal credits and
$13.8 million in state credits to five projects to fund the development of 386
units of low-income housing under the federal 4 percent plus state credit
program. In addition, $225 million was awarded to 182 projects to fund
19,418 units of housing for projects using 4 percent federal credits tax-
exempt bond financing.™

LIHTC 9 percent credits are highly competitive, whereas the 4 percent tax
credits are allocated to all qualifying projects that apply for tax credits.
Under this allocation method, the City of Del Mar competes with other
cities within the region for credits.

The current federal tax reform legislation (as of the end of November 2017)
that is moving through the Senate would repeal the State’s ability to issue
tax-exempt bonds and thereby eliminate the ability to access and utilize the
4% low income housing tax credit which is awarded only upon receipt of
tax-exempt bond authority. If approved, this legislation would significantly
reduce the amount of financing available for the development of
affordable housing in California and nationwide.

Eligibility: An affordable housing rental project in Del Mar is eligible for the
competitively allocated 9% Tax Credits as well as the non-competitive Tax-
Exempt Bonds [ 4% Tax Credits.

Analysis: In order to obtain a 9% Tax Credit allocation from TCAC, the City
will need to contribute funding sources (or land) to improve the tie-breaker
score. Tie-breaker scores in San Diego County over the past six rounds have
ranged between 42.3% and 76.2%, with the average of 59%. Localjurisdiction
contribution (excluding land contributions) ranged between $13,000 and
$114,000 per affordable unit, with the average local subsidy at $72,000 per
affordable unit.

120 The US Department of Housing and Urban Development, “Income Limits: Frequently Asked Questions,”
https://www.huduser.gov/portal/datasets/il/il12/faqs_12.pdf.
! California Tax Credit Allocation Committee. (2017). Fast Facts 2016 Totals.
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Existing Federal Funding Sources

Source

Description

Inregards to the TEB/4% Tax Credit scenario, the local contribution will likely
need to double that provided under the 9% Tax Credit scenario.

HOME Investment
Partnerships
Program (HOME)

The HOME Investment Partnerships Program is the largest federal block
grant designed to support state and local governments in the creation of
affordable housing for low-income households. Funds can be used to build,
buy, or rehabilitate affordable housing or to provide direct rental assistance
to low-income households.

Eligibility: An affordable housing rental project in Del Mar is eligible for
HOME funds allocated by the County of San Diego.

Analysis: These funds are allocated on an annual basis through the County
of San Diego Innovative Housing Trust Fund NOFA. Federal prevailing
wages will be applied to the construction costs if the funds are applied to
12 or more units.

Community
Development Block
Grant Funding
(CDBG)™

Annual NOFAs are released to announce CDBG funding on a formula basis
to revitalize neighborhoods, expand economic development opportunities
primarily for low- and moderate-income individuals, and improve
community infrastructure and services. Funding can be used for a wide
range of activities, including the acquisition of property, rehabilitation of
residential structures, and construction of public facilities and community
improvements to benefit the health and welfare of the community.

Eligibility: An affordable housing rental project in Del Mar is eligible for
CDBG funds allocated by the County of San Diego.

Analysis: These funds are allocated on an annual basis through the County
of San Diego Innovative Housing Trust Fund NOFA. Federal prevailing
wages will be applied to the construction costs if the funds are applied to
12 or more units.

Project-Based
Vouchers (Section 8
and VASH)

Both the Section 8 and VASH Housing Choice Voucher programs, which are
administered by public housing agencies, are able to attach funding to
specific housing units when the owner or developer agrees to rehabilitate,
construct or set aside a portion of units for existing development. The
Section 8 program can attach up to 20 percent of its vouchers to specific
projects. The HUD-VASH program can opt to make 100 percent of their
vouchers project-based as long as their overall voucher allocation includes
no more than 20 percent of project-based vouchers. HUD-VASH also
requires housing agencies to seek HUD and VA approval to use project-
based vouchers. San Diego County’s VASH is administered by the County of
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Existing Federal Funding Sources

Source Description
San Diego’s Housing and Human Service Agency’s Housing and Community
Development Department, and by the San Diego Housing Commission.

Eligibility: An affordable housing rental project in Del Mar is eligible for
project based section 8 vouchers allocated by the County of San Diego.

Analysis: The vouchers are distributed by the County of San Diego through
a NOFA process when funding is available. Key considerations include:
geographic distribution of affordable housing, de-concentration of
poverty, fair housing, local community support and projects serving special
needs populations with supportive services. Currently, only two affordable
housing developments receive Project Based Vouchers from the County
(Pine View Apartments in Fallbrook and Vista Terrace in Vista). Federal
prevailing wages will be applied to the construction costs if the funds are
applied to 12 or more units.

Figure 43. Potential Federal Funding Sources

Potential Federal Funding Sources

Source Description
National Housing Administered by the State Department of Housing and Community
Trust Fund Development (HCD), this fund provides for the construction, rehabilitation,

and preservation of rental homes and for homeownership for extremely
low- and very low-income families, including homeless families.
Applications are invited through the issuance of NOFAs, and will be paired
with another State program. HCD anticipates releasing a NOFA for $33
million in funding in late 2017.™3

Eligibility: HCD has yet to publish the NOFA for this funding source.
Therefore, the feasibility of using these funds in an affordable housing
rental project in Del Mar is unknown.

Analysis: HCD has yet to publish the NOFA for this funding source.
Therefore, the feasibility of using these funds in an affordable housing
rental project in Del Mar is unknown.

23 Department of Housing and Community Development. (2017). Communication with L. Bates
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Figure 44. Potential State Funding Sources

Potential State Funding Sources

Source Description
Veterans Housing HCD administers the VHHP program in conjunction with the California
and Homelessness Housing Finance Agency (CalHFA) and the California Department of
Prevention (VHHP) Veterans Affairs (CalVet). These developments provide apartments for
Program Veterans, including homeless Veterans.

As of June 2017, approximately $241.7 million of $570 million in total funding
has been awarded.™*

Eligibility: A multifamily project in Del Mar could be eligible for this type of
funding, if it houses veterans and their families.

Affordable Housing | Administered by the Strategic Growth Council and implemented by HCD,
and Sustainable the AHSC Program funds land use, housing, transportation, and land
Communities (AHSC) | preservation projects to support infill and compact development with the
goal of reducing greenhouse gas ("GHG") emissions. Eligible applicant
entities include a locality, public housing authority, redevelopment
successor agency, transit agency, Joint Powers Authority, and facilities
district, among others. Projects must benefit disadvantaged communities
by increasing the accessibility of affordable housing, employment centers,
and key destinations via low-carbon transportation, such as mass transit,
bicycling, or walking. The maximum AHSC Program loan, grant award, or
combination thereof is $20 million with a minimum award of at least $1
million in Transit-Oriented Development (TOD) Project Areas and $500,000
in Integrated Connectivity Project (ICP) Areas and Rural Integration Project
Areas (RIPA). A single developer may receive no more than $40 million per
NOFA funding cycle.

An estimated $255 million is available in the Round 3 NOFA, which was
released October 2, 2017.

Eligibility: An affordable rental housing project in Del Mar, may be eligible
for this funding source.

Analysis: The Program favors transit-oriented developments in
disadvantaged communities. Over the past two funding rounds only two
projects have received an award in San Diego County: (1) Westside Infill
TOD in National City (FY 2014-15) and (2) Cornerstone Place in El Cajon (FY
2015-16).

4 http://www.hcd.ca.gov/grants-funding/active-funding/vhhp/docs/VHHP-Award-Data-Summary.pdf
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Potential State Funding Sources

Source

Description

Building Homes and
Jobs Act

The Building Homes and Jobs Act (SB 2) creates a permanent revenue
source for affordable housing, and is expected to generate approximately
$250 million annually through recording fees charged on specified real
estate transactions.

In 2018, half the funds will be allocated to local governments to update
planning documents and zoning ordinances to streamline housing
production, and half will be made available to fund programs for individuals
experiencing or at risk of homelessness. Beginning in 2019, 70 percent of
the funds will be allocated to local governments, and 30 percent of the
funds will be appropriated for mixed-income multifamily residential
housing, state incentive programs, and efforts to address affordable
homeownership and rental housing opportunities for agricultural workers
and their families. The 70 percent that will be allocated to local
governments will have the following eligible uses:

e low-income  housing: Low-income  multifamily  housing
development; capitalized reserves for permanent supportive
housing; acquisition and rehabilitation of foreclosed or vacant
homes; and accessibility modifications.

e moderate-income housing: Home rental and ownership for middle-
income families; homeownership opportunities, including down
payment assistance.

e homelessness: Rapid rehousing; rental assistance; navigation
centers; emergency shelters; and permanent transitional housing.

e local matching funds: Local or regional housing trust funds; Low
and Moderate Income Housing Asset Fund.

e Incentives: Incentives or matching funds for permitting new
housing.

To be eligible for the planning funding in the first year and the 70 percent
which in the second year and beyond, local governments will need to
submit a plan indicating how funds will be used to meet the unmet share of
housing needs, have a compliant housing element and submit a current
annual report, track the use of allocated funds, and prioritize funds to
increase the housing supply for households at or below 60 percent of the
area median income. (Additional information is available in Appendix H.)

Funds for the first year will most likely be part of the state budget which is
expected to be passed by June 30™, 2018. Assuming this occurs, funds
could be available to be awarded as soon as July 2018.

Funds for the second year will most likely be part of the state budget which
is expected to be passed by June 30*, 2019, and could be made available to
be awarded as early as July 2019.
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Potential State Funding Sources

Source Description

Eligibility: The State of California has not yet issued a NOFA for these funds.
However, given what information has already been released, it does appear
that an affordable housing project in Del Mar could be eligible for these

funds.
The Veterans and This law authorizes a November 2018 ballot measure seeking voter
Affordable Housing | approval for $4 billion in bond funding. The bond would provide $3 billion
Bond Act of 2018 in funding for the Local Housing Trust Fund to cover the cost of existing

housing programs, and provide for infill infrastructure financing and
affordable housing matching grant programs. The remaining $1 billion
would extend the Cal-Vet Farm and Home Loan Program, which provides
veterans with assistance to purchase homes, farms, and mobile homes.

Itis imperative that the City of Del Mar ensure that all current and potential
programs use the state guidelines so as to take full advantage of
forthcoming state dollars for affordable housing. The money collected will
be allocated as follows:

1. $1,500,000,000 will be deposited in the Housing Rehabilitation
Loan Fund established. The money in the fund will be used for
the Multifamily Housing program, to be expended to
assist in the new construction, rehabilitation, and preservation of
permanent and transitional rental housing for persons with
incomes of up to 60 percent of the area median income.

2. $150,000,000 will be deposited into the Transit-Oriented
Development Implementation Fund to provide local assistance to
cities, counties, cities and counties, transit agencies, and
developers for the purpose of developing or facilitating the
development of higher density uses within close proximity to
transit stations that will increase public transit ridership.

3. $300,000,000 will be deposited in the Regional Planning,
Housing, and Infill Incentive Account, which is created within the
fund. Money in the account will be available for infill incentive
grants to assist in the new construction and rehabilitation of
infrastructure that supports high-density affordable and mixed-
income housing in locations designated as infill, including:

a. Parkcreation, development, or rehabilitation to encourage
infill development

b. Water, sewer, or other public infrastructure costs
associated with infill development c. Transportation
improvements related to infill development projects
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Potential State Funding Sources

Source Description
d. Traffic mitigation

4. $300,000,000 to be deposited in the Affordable Housing
Innovation Fund. Money in the fund will be available to fund
competitive grants or loans to local housing trust funds that
develop, own, lend, or invest in affordable housing and used
to create pilot programs to demonstrate innovative, cost-
saving approaches to creating or preserving affordable
housing. Local housing trust funds shall be derived on an
ongoing basis from private contribution or governmental
sources that are not otherwise restricted in use for housing
programs.>®

Eligibility: An affordable rental housing project in Del Mar, may be eligible
for this funding source.
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Figure 45. Existing Local Funding Sources

Existing Local Funding Sources

Source

Description

County of San Diego
Housing Trust Fund

e In October 2017, the County Board of Supervisors established an
ordinance to create an interest bearing Innovative Housing Trust
Fund, which will be leveraged to develop 600 to 1,000 units of
affordable housing over the next five years. Capitalized with $25
million from the County, the fund will support projects that provide
housing for vulnerable populations, such as veterans, transitional
age foster youth, persons with disabilities, and low-income senior
and families. Eligible projects include the construction, acquisition,
and rehabilitation of residential units, including the development of
surplus land, gap financing for shovel-ready development, loan
repayments on distressed properties, the conversion of group
homes, and the creation of modular homes and accessory dwelling
units. Funds will be made available through a competitive Notice of
Funding Availability (NOFA), which will target funding to specific
geographic areas and populations based on need while also
prioritizing projects that effectively leverage other public and
private funding, as well as other resources. HHSA anticipates
releasing the NOFA in December 2017 with applications due in
March 2018.™>

Eligibility: An affordable rental housing project in Del Mar, may be eligible
for this funding source.

Analysis: Up to $25 million is available in the NOFA released by San Diego
County on December 7, 2017. Preferential consideration provided to
developments that: (1) create new affordable housing; (2) serve a special
needs group; (3) leverage over resources; (4) include a self-sufficiency
component; (5) incorporate green building and resource-efficient
technologies; and (6) include a Whole Person Wellness component
(services for people who are homeless and experience serious mental
iliness). Application submission is required by March 1, 2018.

25 County of San Diego Health and Human Services Agency (2017). Adopt an Ordinance to Establish an
g g P
Innovative Housing Trust Fund.

92



Figure 46. Potential Local Funding Sources

Potential Local Funding Sources

Source Description

Enhanced Following the dissolution of redevelopment agencies, the State adopted
Infrastructure several economic development tools that employ more restrictive tax
Financing Districts increment funding mechanisms than the one utilized under
(EIFDs) and redevelopment. These tools include an "enhanced infrastructure financing
Community district" (EIFD) and Community Revitalization and Investment Authorities
Revitalization and (CRIA).

Investment

Authorities (CRIAs). | AB 1568 allows a local jurisdiction to direct a portion of its local sales and
use taxes and transaction and use taxes to an EIFD if the area is an infill site
and specific affordable housing requirements are met.™®

In addition, AB 2492 allows a local jurisdiction to create a separate public
agency, known as a CRIA, authorized to adopt a community revitalization
and investment plan and to receive and spend property tax increment
revenues to provide funding for infrastructure and affordable housing,
among other uses."’

EIFD Eligibility: An affordable rental housing project in Del Mar, may be
eligible for this funding source.

EIFD Analysis: This funding source requires extensive review and approval
process. City must identify potential infrastructure improvements to be
funded through EIFD. Requires 55% voter approval to issue bonds.

CRIA Eligibly: Del Mar is not eligible for this funding source.

CRIA Analysis: CRIAs can only be created in areas where 80% of land
contains census tracts with income at less than 80% of the area median
income; crime rates at least 5% higher than the statewide average crime
rate; deteriorated infrastructures; deteriorated commercial or residential
structures.

126 AB 1568. Enhanced Infrastructure Financing Districts.
127 AB 2492. Community Revitalization and Investment Authorities.
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BACKGROUND

The California State Legislature has declared, “... the availability of housing is of statewide importance,
and the early attainment of decent housing and a suitable living environment for every Californian,
including farmworkers, is a priority of the highest order... the provision of housing affordable to low
and moderate income households requires cooperation of all levels of government...” and,
“governments have a responsibility to use their powers to make adequate provision for the housing
needs of all economic segments of the community.”"?

This declaration is the basis for California’s State Housing Element Law, which requires each city to

adopt a housing element as part of its general plan.™ State law provides a list of items which must be

included in a housing element.”® Below, we touch only upon those that relate to Del Mar’s 22in 5

Program, such as the mandate to report on housing needs and an inventory of resources and

constraints relevant to meeting those needs,"" as well as an analysis of population and employment

trends and projections of existing and projected housing needs for all income levels, including the

jurisdiction’s share of regional housing needs.”* Housing elements must also include:

1. Ananalysis of household characteristics, such as overcrowding and housing stock condition'3;

2. Aninventory of land suitable for residential development, including vacant sites and sites having
potential for redevelopment and an analysis of the zoning of these sites™4,

3. An analysis of potential and actual governmental constraints on the development of housing for
all income levels;

4. Local efforts made to remove constraints;'®> and

5. An analysis of non-governmental constraints, such as land prices."®

Other portions of the housing element, such as requirements related to shelter housing, are not
covered in this report.

Housing Elements must also include a list of actions that will be taken during the planning period, along
with a timeline for implementation, to achieve the goals of the housing element through land use and
development goals, regulatory concessions and incentives, and federal and state financing, as

28 California Government Code §65580.

29 California Government Code §65302(c).

30 California Government Code §65580.

3" California Government Code §65583(a).

32 California Government Code §65583(a)(1).
133 California Government Code §65583(a)(2).
134 California Government Code §65583(a)(3).
35 California Government Code §65583(a)(5).
136 California Government Code §65583(a)(6).
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appropriate.”” These actions include steps necessary to ensure that the sites included in the inventory
of sites meet the needs of the populations for whom the housing is targeted."® 39

Regional Housing Needs Allocation (RHNA) Process
Regional Housing Needs Allocation (RHNA) numbers are based on a combination of federal and state
law. Below is a step-by-step analysis of how the determination is made.

a. Step One: The United States Department of Housing and Urban Development (HUD)
sets “Median Family Income” (MFI) numbers

Every year, HUD updates its Section 8 Income limits to ensure that they reflect changes in income
levels."*° These calculations are made with five-year survey data from the American Community Survey
(ACS)* and augmented by the latest 1-year ACS estimates. For instance, for Fiscal Year 2017 Median
Family Income estimates, HUD uses 5-year survey data (ACS 2010-2014) augmented by 2014, 1-year ACS
estimates. To ensure that the estimated income growth figures are realistic, HUD aligns the data with
the projected inflation rates for the variation in prices paid by typical consumers for retail goods and
other services, known as Consumer Price Index. This statistical analysis, or adjustment, compares the
estimated income growth for a certain income category to the projected purchasing power of that
particular group. Therefore, HUD may apply exceptions to areas with unusually high or low family
income, uneven housing cost-to-income relationships or historical exceptions. In the case of Fiscal Year
2017 Median Family Income estimates, HUD adjusts the survey data to account for anticipated income
growth by applying the Consumer Price Index (CPI) inflation forecast (from federal Fiscal years mid-
2014 through mid-2017) that the United States Congressional Budget Office published in January
2017."* HUD’s calculation of Median Family Income is used to determine very low-income limits that
are then used as the basis to calculate income limits for other income categories. The end result is
what HUD calls Median Family Income numbers for each region. HUD released its updated numbers
for different income groups on April 17, 2017, reflected in Figure 2 (below).?

37 California Government Code §65583(c).

138 California Government Code §65583(c)(1)(A),(B),(C).

39 A jurisdiction may show that it does not have adequate resources to meet its fair share of housing needs, if their
housing element contains quantitative analyses supporting these projections and the conclusion that the city
cannot meet its acknowledged need for housing. California Land Use and Planning Law (2016), citing Hoffmaster
v. City of San Diego, 55 Cal. App. 4™ at 1108.

4 Memo, “State Income Limits for 2017,” by State of California Department of Housing and Community
Development, Division of Housing Policy and Development, dated 6.9.17. All numbers in Figure 2 were derived
from this source.

141 The United States Census Bureau, “American Community Survey,” https://www.census.gov/programs-
surveys/acs/about.html. Accessed: 01-10-2018.

' Memo, “State Income Limits for 2017,” by State of California Department of Housing and Community
Development, Division of Housing Policy and Development, dated 6.9.17.

43 FY 2017 Income Limits Documentation System,
https://www.huduser.gov/portal/datasets/il/il2017/2017summary.odn
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Figure 47. HUD Median Family Income (MFI) Numbers for 2017'#

FY 2017 Income [\UEG(E! Category Persons in Family
Limit Area Income 1 2 3 4
Low Income
80% $50,950 | $58,200 | $65,500 | $72,750
San Diego $79,300 Very Low Income
County 50% $31,850 | $36,400 | $40,950 | $45,450
Extremely Low Income
30%'5 $19,100 | $21,800 | $24,550 | $27,250

b. Step Two: California’s Department of Housing and Community Development (HCD)
Revises HUD’s Median Family Income (MFI) Numbers to Determine California’s AMI
Numbers'®
Once HUD releases its Median Family Income (MFI) numbers, HCD revises the numbers and uses those
revisions to determine California area median income (AMI) limits at 30 percent, 50 percent, and 80
percent." In doing so, HCD also (1) increases a county’s AMI as necessary so that it equals California’s
non-metropolitan median income; (2) adjusts AMIs so that there is no decrease for any year after
2009;"® and (3) determines AMI income limits for moderate-income families in California (120 percent
of AMI).

c. Step Three: SANDAG Weighs in as San Diego County’s Council of Governments

In accordance with California Government Code, HCD determines each region’s share of the state’s
housing needs with the help of each region’s Council of Governments (COG)." In San Diego, the COG
is SANDAG. Together, HCD and SANDAG determine what methodology will be used to allocate San
Diego County’s share.™®
California Government Code §65584.01(c)(1) requires SANDAG to provide HCD with the following
information, stated as:

(A) Anticipated household growth associated with projected population increases.

(B) Household size data and trends in household size.

44 FY 2017 Income Limits Documentation System,
https://www.huduser.gov/portal/datasets/il/il2017/2017summary.odn

%> HUD’s methodology for calculating “extremely low income” is unique from its other calculations.
“Extremely low” calculations are based on the FY 2014 Consolidated Appropriations Act, which defines
“extremely low income” as the greater of either (1) 60% of the Section 8 very low-income limit, or, (2) the
poverty guideline, which is set by the United States Department of Health and Human Services, as long as the
poverty guideline is not greater than the Section 8 very low-income limit.

146 Gov’t Code §65584.01.

7 Memo, “State Income Limits for 2017,” by State of California Department of Housing and Community
Development, Division of Housing Policy and Development, dated 6.9.17. All three steps described are derived
from this source.

148 This is done in accordance with HCD’s February 2013 HH Policy, “to not decrease income category and area
median income levels below a prior year’s highest level.” Memo, “State Income Limits for 2017,” by State of
California Department of Housing and Community Development, Division of Housing Policy and Development,
dated 6.9.17.

49 This is required in California Government Code §§65584(bo, 65584.01).

5 Memo, “State Income Limits for 2017,” by State of California Department of Housing and Community
Development, Division of Housing Policy and Development, dated 6.9.17.
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(C) The rate of household formation, or headship rates, based on age, gender, ethnicity, or other
established demographic measures.

(D) The vacancy rates in existing housing stock, and the vacancy rates for healthy housing market
functioning and regional mobility, as well as housing replacement needs.

(E) Other characteristics of the composition of the projected population.

(F) The relationship between jobs and housing, including any imbalance between jobs and
housing.

d. Methodology of Calculation of Assessment

i.  Factors

Once HCD receives the information it requires from SANDAG, HCD calculates San Diego’s allocation.™"

In doing so, it must use the following factors, which state law requires local Councils of Governments

(COGs) such as SANDAG to include in the development of the methodology that allocates RHNA. These

factors are stated as:

1) Thejurisdiction’s existing and projected jobs and housing relationship.

2) Thejurisdiction’s opportunities and constraints related to the development of additional housing,
including the following:

(A) Lack of capacity for sewer or water service due to federal or state laws.

(B) The availability of land suitable for urban development or for conversion to residential use, the
availability of underutilized land, and opportunities for infill development and increased
residential densities. The [COG] may not limit its consideration of suitable housing sites or land
suitable for urban development to existing zoning ordinances and land use restrictions of a
locality, but shall consider the potential for increased residential development under
alternative zoning ordinances and land use restrictions.

(Q) Lands preserved or protected from urban development under existing federal or state
programs...

(D) County policies to preserve prime agricultural land ... within an unincorporated area.

(3) The distribution of household growth assumed for purposes of a comparable period of regional
transportation plans and opportunities to maximize the use of public transportation and existing
transportation infrastructure.

(4) The market demand for housing.

(5) Agreements between a county and cities in a county to direct growth toward unincorporated
areas of the county.

(6) The loss of units contained in assisted housing developments ... that changed to non-low-income
use throughout mortgage prepayment, subsidy contract expirations, or termination of use
restrictions.

(7) High-housing cost burdens.

(8) The housing needs of farmworkers.

(9) The housing needs generated by the presence of a... university....

(10) Any other factors adopted by the [COG]."*

5! California Government Code §8§65584.01(c)(2), (d)(1).
52 Gov’t Code §65584.04(d)(1)-(10).
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Each city’s share of the RHNA is calculated according to four income levels, which are based on each
Council of Government’s area median income (AMI).'3

ii.  Objections to Calculations
After HCD publishes its calculations, SANDAG has the right to object within 30 days, on two bases: (1)
improper population projections or (2) improper application of the allocation methodology."** HCD is
not aware of SANDAG ever having objected to or appealed the process.

As shown above, assessments are made in terms of “income level,” not in terms of AMI. Income levels
are defined by the State of California Title 25, which is titled, “Housing and Community Development.”
Title 25 cross-references to California Health and Safety Code, Division 31, “Housing and Home
Finance,” which in turn relies upon the income limits set specifically for San Diego County by SANDAG,
which are memorialized in Title 25.

“Lower income household” is defined by California law as people or families whose gross income does
not exceed 80 percent of AML."> Lower income households include very low-income households and
extremely low-income households."®

Figure 48. San Diego County Income Categories by Household Size
Income Number of Persons in Household
Category 1 2 3 4 5 6 7 8
San S GENENA $19,100 | $21,800 | $24,550 | $27,250 | $29,450 | $32,960 | $37,140 $41,320
Diego Low
County |WLESARGNAS $31,850 | $36,400 | $40,950 | $45,450 | $49,100 | $52,750 | $56,400 | $60,000
Income
Low $50,950 | $58,200 | $65,500 | $72,750 | $78,600 | $84,400 | $90,250 | $96,050
(4- Income
Person Median $55,500 | $63,450 | $71,350 | $79,300 | $85,650 | $92,000 | $98,350 | $104,700
Area Income
Median |[FVEEEE 666,600 | $76,100 | $85,650 | $95,150 | $102,750 | $110,350 | $118,000 | $125,600
Income: Income
$79,300)

e. Policy Objectives of RHNA Assessment
The law that requires RHNA assessments is based on certain policy objectives.”” The firstis to increase
the overall housing supply and encourage a mix of housing types and levels of affordability in such a
way that is allocated throughout a region in an “equitable manner.””® The second is to support the
development of infill projects, promote socioeconomic equality, protect environment and agricultural

153 ““Area Median Income’ means area median income as periodically established by [HCD] pursuant to Section
50093 of the Health and Safety Code.” Cal. Gov’t Code §65889.5(h)(4).

54 California Government Code §§65584.01(d)(1),(2),(3)-

15525 CCR § 6928. Lower Income Households.

156 “(b) ‘Lower income households’ includes very low-income households, as defined in Section 50105, and
extremely low-income households, as defined in Section 50106.”

57 Government Code §65584(d).

%8 Government Code §65584(d)(1).

98



resources, and encourage “efficient development patterns.”’® Objective three is to further the
intraregional relationship that exists between jobs and housing.™®® Finally, the last objective is to
ensure that any one jurisdiction’s allocation within a certain income level takes into account the
amount of housing at that income level which already exists within that jurisdiction.”® In other words,
if a jurisdiction is assessed a certain level of low-income housing, and that jurisdiction already includes
a disproportionately high level of low-income housing, the assessment would be adjusted and lowered
accordingly.

f. Annual Reporting Requirement by City of Del Mar
i. Required Reporting
State law requires that each planning agency must provide an annual progress report to HCD by April
1 of each year, including the “status of the plan and progress in its implementation,” and the “progress
in meeting its share of regional housing needs ... and local efforts to remove governmental constraints
to the maintenance, improvement, and development of housing....”"® The City of Del Mar has
submitted its 2016 annual progress report.

1. What Constitutes a “Unit” for Purposes of Satisfying RHNA
a. General Background
The term “dwelling unit” or “housing unit” is defined at the federal, state, and municipal levels. Our
analysis applies first the federal definition, then the state, and, finally, the definition under Del Mar
Municipal Code (DMMCQ). As is standard with federal law where jurisdiction remains with the states,
the federal definition is quite broad. The State of California definition is complex and detailed, while
the definition within Del Mar Municipal Code is concise and clear. Therefore, the bulk of this answer
will lie within the interpretation of state law.

While we do tackle many legal definitions, questions, and constraints within this report, we do not
provide legal advice, neither through this memo nor otherwise. A legal question that is not answered
by this memo is whether a jurisdiction could certify to a department of the State of California that a
“housing unit” has been created, when that unit meets only federal, but not state or municipal,
requirements.

i. FEDERAL: Definition of “housing unit” according to United States Census
Bureau, which is the definition upon which HCD Relies
The federal definition is quite broad, as is required of federal laws which are limited by the jurisdiction
of the states. Federal law provides the following:
“A housing unit...is a house, an apartment, a group of rooms, or a single room intended for
occupancy as separate living quarters. Separate living quarters are those in which the occupants
live separately from any other individuals in the building and which have a direct access from
the outside of the building or through a common hall. In accordance with this definition, each
apartment unit in an apartment building is counted as one housing unit. Housing units, as
distinguished from ‘HUD-code’ manufactured (mobile) homes, include conventional ‘site-built’
units, prefabricated, panelized, sectional, and modular units.

159 Government Code §65584(d)(2).
180 Government Code §65584(d)(3).
161 Government Code §65584(d)(4).
162 Cal. Gov’t Code §§ 65400(2)(A), (B).
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“Housing unit statistics also exclude group quarters (such as dormitories and rooming
houses), transient accommodations (such as transient hotels, motels, and tourist courts),
moved or relocated buildings, and housing units created in an existing residential or
nonresidential structure. Units in assisted living facilities are considered to be housing units;
however, units in nursing homes are not considered to be housing units.”"®3

ii. STATE OF CALIFORNIA

1. California Building Standards Code and California Residential Code
CCR, Title 24 embodies building standards that originate with various state agencies, such as the
Department of Housing and Community Development (HCD)."®* HCD and other state agencies submit
proposed building standards to the California Building Standards Commission (CBSC), which then
decides whether to adopt the proposed standards as law under CCR Title 24." Title 24 includes both
the California Building Code in Part | and the California Residential Code in Part 2.5. Both the Building
Code and the Residential Code are based on the International Building Code.
Under these California state laws, a “dwelling unit” is a “single unit providing complete independent
living facilities for one or more persons, including permanent provisions for living, sleeping, eating,
cooking, and sanitation.”"*® A dwelling unit that is offered for rent or lease must have a heating facility
capable of maintaining a minimum room temperature of 70 degrees F, and when the heating facility is
not under the control of the tenant or other occupant, it is required to be set at a minimum of 70
degrees F, 24 hours a day."” Hotplates, if used, may not be used for more than two occupants'™® and
must be located in front of a wall that is lined from 12 inches below to 24 inches above the hotplate,™?
used only in rooms that are at least 120 square feet,"”° have a sink with hot and cold running water,"”"
and comply with State Building Standard Code regarding window area, ventilation, ceiling height, and
cubic airspace."”? Finally, plumbing fixtures must supply hot water at a minimum of 110 degrees F."3

iii. DEL MAR MUNICIPAL CODE (DMMC): Definition of “unit”
According to Del Mar Municipal Code (DMMC), a dwelling is “a building or portion thereof used
exclusively for residential purposes, including one-family, two-family, and multiple dwellings, but not
including hotels, boardinghouses, lodging houses, and all forms of vehicles including immobilized
vehicles.”4,'7>” DMMC defines “dwelling unit” as “one or more rooms in a building or portion thereof

183 United States Census Bureau. https://www.census.gov/construction/chars/definitions/Accessed 7.20.17.
Emphasis added.

164 Department of Housing and Community Development, State of California, “A Guide to Housing Construction
Codes,” at 6. (2014)

165 Department of Housing and Community Development, State of California, “A Guide to Housing Construction
Codes,” at 6. (2014)

166 California Residential Code, Part Il, Chapter 2 (2016).

167 CCR, Title 25, Chapter 1, Article 5, §34, Heating.

168 CCR, Title 25, Chapter 1, Subchapter 1, Article 5, §44(a).

169 CCR, Title 25, Chapter 1, Subchapter 1, Article 5, §44(e).

170 CCR, Title 25, Chapter 1, Subchapter 1, Article 5, §44(f).

71 CCR, Title 25, Chapter 1, Subchapter 1, Article 5, §44(g).

72 CCR, Title 25, Chapter 1, Subchapter 1, Article 5, §44(k).

73 CCR, Title 25, Chapter 1, Article 4, §30.

74 DMMC 30.04.010 (J).

75 “Immobilized Vehicle” is not defined within the DMMC.
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used, intended, or designed to be used for occupancy by one family (including their guests, servants,
and employees) for living or sleeping purposes, and having only one kitchen.”"7® Finally, DMMC defines
a multifamily dwelling as “A building, portion thereof, or buildings used for occupancy by three or
more families... living independently of each other, and containing three or more dwelling units...”"””

iv. Whether number of bedrooms is factor in definition of “unit” or in fulfilling
RHNA requirement
The number of bedrooms does not factor into how RHNA requirements are met. For example, both a
one-bedroom apartment and a three-bedroom apartment would be considered one “unit” for RHNA
purposes.

b. Del Mar-Specific Applications of the Federal, State, and Municipal Definitions of
“Dwelling Unit” for Purposes of RHNA

i. Worker Housing (Fairgrounds)

The Del Mar Fairgrounds include “backstretch housing” — approximately 660 units that are leased to
employers to house their seasonal workers.”® LDC toured the exteriors and a few interiors of
backstretch housing and determined that they are likely not eligible to be counted as dwellings
satisfying RHNA without first addressing laws regarding unit size, accessibility, heating, and the
inclusion of kitchens, bathrooms, sinks, fire sprinklers, and closets. Ultimately, any specific assessment
of whether an already existing site, such as the backstretch housing, would meet the legal
requirements to be considered housing units, is best conducted by Del Mar’s Building Inspector.

Whether Backstretch Housing Could Qualify as Traditional Dwelling Units in their Current Condition
The backstretch housing units are too small to qualify as traditional dwelling units. Even if they did
meet the space requirements, they would most likely require a very great deal of work. The 2016
California Residential Code requires that an efficiency dwelling unit must have a minimum living room
floor area of not less than 220 square feet,”” a separate closet,’ toilet facilities, “including a water
closet, lavatory, and a bathtub or shower,”® and a kitchen area with a sink.”®? A caretaker would also
be required: “A manager, janitor, housekeeper, or other responsible person shall reside upon the
premises and shall have charge of every apartment house in which there are 16 or more apartments....
Only one caretaker would be required for all structures under one ownership and on one contiguous
parcel of land.”"83

Given these requirements, and assuming that none of the units have toilets or showers, the
backstretch housing would not meet the state definition of a dwelling unit and therefore would not
satisfy RHNA requirements.

76 DMMC 30.04.010 N.

77 DMMC 30.04.010 K.

178 The allowable uses of the Fairgrounds-Race Track Zone are regulated by the 22 Agricultural District
Association. Del Mar Municipal Code 30.27.030, Allowable Uses.

79 California Residential Code R304.5.1.

180 California Residential Code R304.5.2.

81 California Residential Code R306.5.4.

82 California Residential Code R306.5.3.

183 CCR, Title 25, Chapter 1, Subchapter 1, Article 5, §42. Caretaker.

101



Whether Backstretch Housing Would Qualify as Tiny Homes

Although not defined yet by state law, tiny homes are generally understood to be stand-alone
structures, although technically they may qualify even in a townhome (separated) configuration. In
May 2016, the State of California Department of Housing and Community Development issued an
information bulletin to clarify the legality of design, construction, and use of residential structures
commonly referred to as “tiny homes.” Tiny homes must comply with the California Building Standards
Code (CBSC) for residential structures, including a minimum height of 7 feet, 6 inches, a minimum of
120 square feet gross floor area, and no less than 70 square feet net floor area for all other rooms.

Because the backstretch housing units are stacked, typically with four on the bottom floor and four
on the top floor, they would not qualify under any of the permitted definitions'™* that are commonly
understood as tiny homes.

ii. ADUs and Junior ADUs Qualify Towards RHNA
Both accessory dwelling units (ADUs) and junior ADUs qualify under California Government Code
§655831.1 as units that would satisfy a RHNA requirement.’® To meet certain AMI requirements, the
ADUs would need to have covenants restricting the amount of rent. Jurisdictions where rents for
ADUs are naturally below market rate may self-certify that the ADUs are being rented at particular
AMIls, based on comparable rents. However, this would not be the case in Del Mar, where market rate
rents are not naturally affordable to low and medium-income households.

iii. Tiny Homes May Qualify Towards RHNA

Tiny homes are a new, innovative housing typology that have yet to be defined by California State law.
A tiny home will satisfy RHNA requirements, but because there is no state law definition, tiny homes
must comply with one of the following housing types in order to be permitted: (1) a “site-built home”
in compliance with California Building Standards Code; (2) a recreational vehicle; (3) a park trailer; or
(4) a manufactured home. Ultimately, however, any “tiny home” built in Del Mar would need to meet
the DMMC requirements, which currently does not mention or include a permitting category specific
to tiny homes.

According to Housing and Community Development, California Building Standards Code requires that
a site-built tiny home have a minimum ceiling height of 7 feet 6 inches, a minimum of one room with
at least 120 square feet of gross floor area, and a net floor area of at least 70 square feet in all other

184 See below, “iii. Tiny Homes.” While not defined by the State of California, units mischaracterized as “tiny
homes” may be permitted as one of the following: (1) a “site-built home” in compliance with California Building
Standards Code; (2) a recreational vehicle; (3) a park trailer; or (4) a manufactured home.

185 California Government Code §65583.1. “Housing Elements. (a) The Department of Housing and Community
Development, in evaluating a proposed or adopted housing element for substantial compliance with this
article, may allow a city or county to identify adequate sites, as required pursuant to Section 65583, by a variety
of methods, including, but not limited to, re-designation of property to a more intense land use category and
increasing the density allowed within one or more categories. The department may also allow a city or county
to identify sites for accessory dwelling units based on the number of accessory dwelling units developed in the
prior housing element planning period whether or not the units are permitted by right, the need for these units
in the community, the resources or incentives available for their development, and any other relevant factors, as
determined by the department. Nothing in this section reduces the responsibility of a city or county to identify,
by income category, the total number of sites for residential development as required by this article.”
Emphasis added.
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rooms.'® A tiny home permitted as a recreational vehicle must be less than 320 square feet of internal
living room area (excluding closets, cabinets, kitchens, fixtures, etc.)."®” A tiny home permitted as a
park trailer may not exceed 14 feet in width, or 400 square feet of gross floor area (excluding any loft
space).”®® A manufactured home could qualify as a tiny home if it is transportable, at least 8 feet in
width or 40 feet in length (320 square feet), and also includes the use of a permanent chassis."

Other housing typologies, such as factory-built housing and camping cabins, are often mistaken for
tiny homes, but HCD does not recognize these as tiny homes.

iv. Hostel Units do not Qualify Towards RHNA

Under DMMC §30.04.010, Hostel Units are not dwelling units and therefore do not satisfy RHNA.
DMMC 30.04.010(J) excludes “... hotels, boardinghouses, lodging houses...””"*° from being defined as
dwelling units. Additionally, DMMC 30.04.080 (D) defines “hotel” as a “building or group of buildings
[with] six or more guest rooms where lodging with or without meals is provided for compensation,
and where no provision is made for cooking in any individual room or suite.”’" DMMC defines a
boardinghouse as “a building where lodging and meals are provided for compensation, but not
including rest homes.”'®*> Therefore, a hostel unit would be considered a hotel and would not satisfy
RHNA. no

v. Hosting International Students does not Qualify Towards RHNA
A home’s satisfaction of RHNA requirements would not be altered by the presence in that home of a
student renter. The home would have already been counted as a dwelling unit in the housing element.
The addition of a student renter would not convert the home into more than one dwelling unit.
Therefore, hosting students does not satisfy RHNA requirements.

c. Covenants
i. How Long Must Covenants Run for Qualification as a “Unit”’ Satisfying RHNA?
There is no requirement for a covenant to run in order for a unit to qualify as affordable at a particular
income level and satisfy RHNA requirements. It is sufficient for a jurisdiction to certify to HCD that a
unit has been created and that it will be made available at a particular income level.

For example, units which are naturally occurring affordable housing (NOAH), such as junior ADUs or
ADUs, need not have covenants running with the land in order to meet RHNA requirements. In the
instance of junior ADUs and ADUs, it would suffice for the jurisdiction to show that it has studied rents

186 Information Bulletin 2016-01, p.2. (2016).

187 California Health and Safety Code §18010.

188 California Health and Safety Code §18009.3, 18033.

189 California Health and Safety Code §18007.

'9° The full text of DMMC §30.04.010 (J) reads, “Dwelling. A building or portion thereof used exclusively for
residential purposes, including one-family, two-family, and multiple dwellings, but not including hotels,
boardinghouses, lodging houses, and all forms of vehicles including immobilized vehicles.”

%' The full text of DMMC §30.04.080 (D) reads, “Hotel. A building or group of buildings in which there are six or
more guest rooms where lodging with or without meals is provided for compensation, and where no provision
is made for cooking in any individual room or suite. “Hotel” shall include jails, hospitals, asylums, sanitariums,
orphanages, prisons, detention homes, and similar buildings where human beings are housed and detained
under legal or medical restraint.”

192 DMMC 30.04.010 (E).
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in the area and that, based on that study, the newly created units would be rented at a particular
income level.

1. Tackling Unmet RHNA Requirements

a. Appeals
A jurisdiction may review or appeal the allocation data upon which that jurisdiction’s RHNA

assessment was based.' In conversations with HCD and SANDAG, neither was able to recall a time
when an appeal or objection was made.

b. Recent Legislation

SB 35 (Wiener). To reduce barriers to development, Senate Bill 3594 (Wiener, D-San Francisco)
(codified on January 1, 2018, as California Government Code §65400) creates a streamlined, ministerial
approval process for infill developments in jurisdictions that have not met their RHNA assessments. In
doing so, it eliminates multiple local planning reviews for projects that meet certain zoning and
affordability standards in jurisdictions with lagging housing production rates. The bill also requires
qualifying projects to meet prevailing wage standards for construction workers. SB 35 only applies to
cities and unincorporated areas that have urban clusters or a site where 75 percent of the perimeter
adjoins parcels that are already developed with urban uses. Codified in part as California Government
Code §65913.4, the law excludes the coastal zone, as defined in Division 20 of the Public Resources
Code."?>

SB 166 (Skinner). Senate Bill 166 Known as the “No Net Loss Zoning Law, and codified on January 1,
2018, as California Government Code §65863, this law prohibits jurisdictions, in most situations, from
permitting a project at a rate lower than the already-established density allows. With some
exceptions, “Lower residential density” a density that is lower than 80 percent of the maximum
allowable density.

SB 166 was designed to reinvigorate the existing Planning and Zoning Law that requires every
jurisdiction in the State of California to ensure that its housing element inventory can accommodate
its share of the regional housing need throughout the planning period. SB 166 would specifically
prohibit a jurisdiction from permitting or causing its inventory of sites identified in the housing element
to be insufficient to meet its remaining unmet share of the regional housing need for lower and
moderate-income households. Furthermore, SB 166 would require a jurisdiction to make specified
written findings if the jurisdiction allows development of any parcel with fewer units by income
category than identified in the housing element for that parcel.'9®

193 § 65584.2. Share of regional housing need; review or appeal.

94 California Legislative Information. SB-35 Planning and zoning: affordable housing: streamlined approval
process. https://leginfo.legislature.ca.gov/faces/billNavClient.xhtmlI2bill_id=201720180SB35

195 California Government Code, §65913.4(a) provides, “A development proponent may submit an application
for a development that is subject to the streamlined, ministerial approval process... not subject to a conditional
use permit if the development satisfies all of the following objective planning standards...(6) The development
is not located on a site that is any of the following: (A) A coastal zone, as defined in Division 20 (commencing
with Section 30000) of the Public Resources Code.

196 California Legislative Information, “State Bill No. 166-Chapter 367,”
http://leginfo.legislature.ca.gov/faces/billNavClient.xhtml?bill_id=201720180SB166. Date of Access: 01-12-2018
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This law would have implications for the City of Del Mar in the case of development proposals put
forward for the Watermark properties. To fully address Del Mar’s lower income RHNA of 22 units, the
Housing Element calls for rezoning of vacant North Commercial Zone Sites (Watermark properties) to
a new land use designation that allows residential uses at 20 to 25 units per acre. As a result, the
Housing Element has projected 18 and 23 potential lower income units for APN 299-100-47 and APN
299-100-48 properties, respectively.’”” However, after public consultation, the current development
proposal for the two sites has a density of 16 dwelling units per acre, providing only 8 residential units
for lower income households.

If the City of Del Mar decides to approve the existing project proposal for the sites, the City should
provide substantial evidence that the remaining sites in the Housing Element are adequate to
accommodate 14 units, which is Del Mar’s remaining unmet share of the regional housing need for
lower income households. In other words, Del Mar should prove that there would be no net loss of its
residential unit capacity. In this case, the City of Del mar could argue that 14 units would be achieved
via modification of the development standards of the Professional Commercial and North Commercial
Zones to allow residential development at a density of 20 du/ac development and via consideration of
modifying the provisions of the Public Facilities (PF) Zone to allow residential uses. Del Mar’s Housing
Element has projected 19 and 5 potential lower income units for North Commercial Zone and Public
Facilities Zone, respectively. If the City cannot provide substantial evidence that the existing sites in
the housing Element are capable of providing the remaining 14 affordable units, SB 166 would require
the City, within 180 days, to identify and make available additional adequate sites.

SB 166 would also provide that an action that creates an obligation to identify or make available
additional adequate sites and the action to identify or make available those sites would not create an
obligation under the California Environmental Quality Act to identify, analyze, or mitigate the
environmental impacts of that subsequent action.’®

¢. Amendment of RHNA Law
Amendment of RHNA law would require action by the state legislature. Success of an amendment
would depend on its nature, considering the climate around housing in California and the general need
for more housing throughout the state.

d. Future Assessments Forecast
i.  SANDAG’s Forecasting Process
SANDAG’s most recent forecast, “2050 Regional Growth Forecast” was adopted by the SANDAG
Board of Directors in 2013."%° Each forecast is developed by SANDAG through a two-step process. First,
SANDAG creates a regional forecast of housing, population, and jobs. To accomplish this, it uses its
Demographic and Economic Forecasting Model (DEFM) to determine estimates on future growth.>*°
Second, SANDAG creates the sub-regional forecast. In this most recent forecast, for the first time

197 City of Del Mar Community Plan: Housing Element 2013-2021, April 2013, p.B-32

198 California Legislative Information, “State Bill No. 166-Chapter 367,”
http://leginfo.legislature.ca.gov/faces/billNavClient.xhtmI?bill _id=201720180SB166. Date of Access: 01-12-2018
'99 Growth Forecasts, Series 13: 2050 Regional Growth Forecast.
http://www.sandag.org/index.asp2classid=12&subclassid=84&projectid=503&fuseaction=projects.detail.
Accessed 8.1.17.

299 Growth Forecasts, Series 13: 2050 Regional Growth Forecast.
http://www.sandag.org/index.asp?classid=12&subclassid=84&projectid=503&fuseaction=projects.detail.
Accessed 8.1.17.
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SANDAG used a new tool, the Production, Exchange, Consumption, and Allocation System (PECAS),
which forecasts economic conditions and return on investment calculations related to projections on
development, redevelopment, and infill projects. PECAS forecasts are based on extensive input from
local jurisdictions, mostly culled from the land use and housing elements of each jurisdiction’s general
plan. In this way, SANDAG is able to know details such as each jurisdiction’s parcel level capacity,
including the capacity of vacant land and the extent to which already developed land has the capacity
to increase density.

ii.  The Effect of Population Decline on Forecasted RHNA
Because a region’s population is taken into account when RHNA is allocated, a decline in population
at any income level could result in a decline in its RHNA assessment. If a jurisdiction (city or county)
believed that its population was in decline or going to decline, it could request that such population
decline be a factor in SANDAG’s RHNA allocation. In doing so, the jurisdiction may need to provide
SANDAG with data evidencing the population decline.

CONCLUSION

Del Mar’s RHNA assessment can be met only with housing units that meet the requirements of the Del
Mar Municipal Code, state law, and the United States Census Bureau. Of these, state law embodies
the most stringent requirements. The laws that are easiest to amend, the Del Mar Municipal Code, are
most likely to affect change, such as amendments to allow tiny homes, to support linkage fees, to
incentivize accessory dwelling units, or other such measures.
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Appendix Il: LAFCO and the Process of Annexation

San Diego Local Agency Formation Commission (SD LAFCO) is an independent county-wide planning
and regulatory agency with quasi-legislative authority which was initially established by State Law,
District Reorganization Act, in 1963.%°' LAFCO is tasked with overseeing the territorial changes in local
agencies, reorganizing governmental structure, and streamlining government services across the
county.*®> LAFCO’s major goals are to encourage orderly growth, promote logical and efficient public
services for cities and special districts, streamline governmental structure, and discourage premature
conversion of prime agricultural and open space lands to urban uses.*®> San Diego LAFCO is now
governed by the Cortese-Knox-Hertzberg Local Government Reorganization Act of 2000 which
establishes procedures for local government changes of organization, including city incorporation,
annexations to a city or special district, and city and special district consolidations.>** San Diego LAFCO
is also obligated to develop and adopt spheres of influence for each city and special district within the
county. A sphere of influence (SOI) is defined as a "plan for the probable physical boundaries and
service area of a local government agency as determined by the Commission" (Government Code
Section 56076). Spheres are characterized as planning tools used to provide guidance for individual
proposals involving jurisdictional changes, and are intended to encourage efficient provision of
organized community services and prevent duplication of service delivery. Periodically, spheres may
be amended, but are required to be updated every five years.>*

San Diego LAFCO consists of eight regular members: two members from the Board of Supervisors,
two city representatives, one City of San Diego representative, two special district representatives,
and one public member, who is appointed by the other members of the Commission. There are five
alternates to the regular members; one for each category. Alternate Commissioners can vote only in
the absence or disqualification of regular Commissioners. All Commissioners are appointed to four-
year terms.>*®

I. The Process of Annexation

A. Initiation Requirements
The application process for the annexation of the Surf and Turf R.V. Park to the City of Del Mar would
go through the General Procedures. This category of application procedures is employed for routine
changes of organization such as annexation or detachment applications. Before initiating the process,
three sets of requirements should be fulfilled, as described below.

%' San Diego Local Agency Formation Commission Website, “About LAFCO: Legislative Authority,”
http://www.sdlafco.org/Webpages/about_lafco.htm. Date of Access: 11-09-2017.

292 San Diego Local Agency Formation Commission Website, “About LAFCO: General Purpose and
Responsibilities,” http://www.sdlafco.org/Webpages/about_lafco.htm. Date of Access: 11-09-2017.

*°3 San Diego Local Agency Formation Commission Website, “About LAFCO: Commission Goals,”
http://www.sdlafco.org/Webpages/about_lafco.htm. Date of Access: 11-09-2017.

%4 Assembly Committee on Local Government Honorable Susan Talamantes Eggman, Chair. “Guide to the
Cortese-Knox-Hertzberg Local Government Reorganization Act of 2000,” December 15, 2016.

%% San Diego Local Agency Formation Commission Website, “About LAFCO: Spheres of Influence,”
http://www.sdlafco.org/Webpages/about_lafco.htm. Date of Access: 11-09-2017.

296 San Diego Local Agency Formation Commission Website, “About LAFCO: Membership and Meetings,”
http://www.sdlafco.org/Webpages/about_lafco.htm. Date of Access: 11-09-2017.
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i. Location Requirements
The government code §§56653, 56654, 56741, 56742, and 56742.5 require that the annexation area be
located in the same county as the annexing city’s, and also be contiguous with that city.>*” The Surf
and Turf R.V. Park would meet these requirements.

ii. Sphere of Influence Requirements

The law also requires that a territory must be within a city’s SOl in order to be annexed.?°® The City of
Del Mar’s latest adopted SOI (08/01/2016) is co-terminus with the City’s boundary. In terms of municipal
services, the City of Del Mar provides fire protection, water, and wastewater collection services
citywide and gets other services, such as water and wastewater treatment and police services, from
the city of San Diego or from private entities. Since the R.V. Park is not located within the City of Del
Mar’s SOI, an amendment request for the SOI should be submitted by the City of Del Mar to the San
Diego LAFCO.

iii. Inhabited vs. Uninhabited Territories
It should also be determined whether the annexation territory is inhabited or uninhabited. According
to the State Law, areas containing fewer than 12 registered voters are considered uninhabited
territories, and areas with 12 or more registered voters are regarded as inhabited territories.?* Since
no registered voters live permanently in the R.V. Park, the proposed annexation area is regarded by
the San Diego LAFCO as uninhabited territory.

B. Proposal Processing and Submittals
The first step in proposal processing is to inform the City of San Diego and the State of California
regarding the annexation project. Both agencies should be in agreement with the project as they have
the right to protest the proceedings and terminate the annexation process.*™ In the next step, the Del
Mar City Council, also known as the “proponent,” should make a proposal for a change of
organization, or reorganization, by the adoption of a resolution of application.”” The resolution
requires the following contents:

a) A statement that the proposal is made pursuant to Government Code Section 56654.

b) A statement regarding the nature of the proposal and a list of all proposed changes of
organization.

c) A statement of the reason or reasons for the proposal.

d) A description of the external boundary of the affected territory accompanied by a map
showing that boundary.

e) The stated proposed terms and conditions.

297 San Diego Local Agency Formation Commission Website, “Uninhabited City Annexation,”
http://www.sdlafco.org/flowcharts/Flowchart _Uninhabited City Annex.pdf. Date of Access: 11-09-2017.

208 San Diego Local Agency Formation Commission Website, “About LAFCO: Spheres of Influence,”
http://www.sdlafco.org/Webpages/about_lafco.htm. Date of Access: 11-09-2017.

299 Governor’s Office of Planning and Research, “LAFCOs, General Plans, and City Annexations,” February 7,
2012.

219 Robert Barry (The San Diego LAFCO Analyst), Phone Interview on Proposal Processing. 11-08-2017.

" San Diego Local Agency Formation Commission Website, “Resolution of Application Guidelines and Sample
Resolution,” http://www.sdlafco.org/document/guidenresolution.pdf. Date of Access: 11-09-2017.
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f) A statement that the City’s sphere of influence must be amended in conjunction with
approval of the proposed change of organization.

g) A request that proceedings be taken for the proposal pursuant to Government Code
Section 56654.>"

The San Diego LAFCO has a Change of Organization Form that must be completed and accompany the
resolution of application.” Additional materials which should be attached to the Form include the
following:

a) A metes-and-bounds legal description of the proposal territory perimeter for the proposed
boundary change, a reproducible parcel/plat map, and a vicinity map.*4

b) Environmental documentation to comply with the California Environmental Quality Act (CEQA).
Due to the type of the proposed redevelopment plan, the annexation project may qualify for a
categorical exemption from CEQA.

c) One copy of the City of Del Mar resolution approving pre-zoning and general plan land-use
designations for the proposal territory.

d) Jurisdictional Conflict (if existing).

e) Completed Campaign Contribution Disclosure Form and Evaluation Checklist for Disclosure of
Political Expenditures.

f) City of San Diego and California State Consent Forms for Inclusion of Property.

g) Completed Subject Agency Supplemental Information Form from each subject agency.

h) LAFCO Processing Fees should be calculated and paid by the City of Del Mar, i.e. the
“Proponent.”?"> The processing fees include the following:

i.  Charges for each jurisdictional changes (i.e., annexation, detachment, latent
power activation or expansion) and sphere amendment (3 x $4,050).
ii.  City of Del Mar’s Sphere of Influence update proposal ($5,500).
ii.  Acreage Fee ($410).
iv.  City Service Review ($5,500).
v.  Environmental Review Fees.*'®
vi.  State Board of Equalization Fee, upon approval of the proposal ($350).
vii. Miscellaneous Fees (Surcharge fees, Deferral of fees, fees associated with
conducting authority and protest proceedings, etc.).

i) The City of Del Mar’s plan for providing services also must be submitted with the
application pursuant to Government Code Section 56653.

2 |bid.

*3 San Diego Local Agency Formation Commission Website, “Change of Organization or Reorganization
Application,” http://www.sdlafco.org/forms/organization_reorganization.pdf. Date of Access: 11-09-2017.
24 San Diego Local Agency Formation Commission Website, “Map and Legal (Geographic) Description
Requirements,” http://www.sdlafco.org/forms/legal_description.pdf. Date of Access: 11-09-2017.

*'> San Diego Local Agency Formation Commission Website, “San Diego LAFCO Processing Fee Schedule,”
http://www.sdlafco.org/document/feeschedule.pdf. Date of Access: 11-09-2017.

26 |bid. See page 2
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C. Staff Review

Upon receipt of the proposal, a San Diego LAFCO analyst would assign a reference number and title.
When the proposal is deemed complete, the City of Del Mar will be notified, a preliminary staff report
along with a letter and a site map will be sent to all interested agencies, and stakeholder comments
and recommendations are solicited. A separate letter, which acknowledges receipt of the application,
is sent to the Auditor, the Department of Planning and Land Use, the Assessor, and the City of San
Diego, and the State of California that would be affected by the proposed jurisdictional change. In
addition to the letter, the Assessor receives copies of the metes-and-bounds legal description of the
proposal area and a form that, when complete, is returned to LAFCO.>"

D. Property Tax Resolution
The next step involves the estimation of the exchange of property tax revenue between the City of
Del Mar and the City of San Diego. The San Diego LAFCO would determine whether or not the proposal
falls under one of the three master resolutions adopted by San Diego County pertaining to
annexations. If the proposal does not fall under any of the master resolutions, the potential exchange
of property taxes is negotiated between the two cities and a separate resolution is adopted.*®

E. Commission Review and Approval

When all required documents are submitted and the analysis has been completed, the Proposal for
Annexation is scheduled for a decision by the Commission. For routine and non-controversial
applications, if all the required documents are submitted to LAFCO, processing time would be between
four to six months. More complex proposals might take longer. Regular LAFCO meetings are
scheduled for 9:00 a.m., on the first Monday of each month, in Room 302 of the County Administration
Center, 1600 Pacific Highway. When the first Monday is a holiday, the meeting is usually held the
following Monday.**®

The date, time, and place of public hearing will be specified and all the agencies involved will be
notified. If the Proposal for Annexation is approved by the Commission, a proposal is subject to a
protest proceeding. However, this proceeding may be waived if all the affected parties do not oppose
the waiver or if there is no public protest or any other written opposition. Otherwise, a noticed public
hearing would be conducted, which is known as “conducting Authority Procedures.”>*° If the proposal
is approved and the protest proceeding is waived, a resolution ordering the change of organization is
adopted by the San Diego LAFCO. After a mandated consideration period, which is 30 days, the
resolution and associated materials will be filed with the County Recorder through “Procedures for
Final Filings.”**'

*'7 San Diego Local Agency Formation Commission Website, “Proposal Processing General Procedures,”
http://www.sdlafco.org/document/generalproceed.pdf. Date of Access: 11-09-2017, P.1

28 |bid.

9 San Diego Local Agency Formation Commission Website, “About LAFCO: Membership and Meetings,”
http://www.sdlafco.org/Webpages/about_lafco.htm. Date of Access: 11-09-2017.

20 San Diego Local Agency Formation Commission Website, “Conducting Authority Procedures,”
http://www.sdlafco.org/document/condauthproceed.pdf. Date of Access: 11-09-2017.

»' San Diego Local Agency Formation Commission Website, “Procedures for Final Filings,”
http://www.sdlafco.org/document/finalfilingproceed.pdf. Date of Access: 11-09-2017.
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Appendix Ill: Methodology

Our team employed a multifaceted lens to analyze and evaluate different scenarios in this report. The
first stage of the analysis gives an overview of the scenario by providing general information about
the context, scope, and characteristics of the subject matter. For instance, when evaluating a specific
site with respect to its potentiality for the development of affordable housing, all relevant data will be
provided, including a map of the property, its size and location, zoning requirements, environmental
qualities, existing uses, and structures on-site—among others. This section is followed by an analysis
of the scenario’s strengths and weaknesses along economic, socio-political, environmental, and
technical lines. To make the analysis more comprehensible, this section is divided into two separate
categories (Pros vs. Cons). The analysis is concluded with a concise summary of the scenario and its
assessment in terms of feasibility and economic desirability. Further, based on the levels of feasibility
and economic desirability, each scenario is assigned a priority ranking.

To make the assessment more tangible, each evaluation parameter (feasibility, economic desirability,
and priority) is placed on a tripartite scale: low, medium, and high. It should be noted that rather than
measuring different variables in quantitative terms, the scaling system is based entirely on qualitative
assessment of each scenario. For instance, if scenario X could help Del Mar achieve its target goals (22
lower-income units in 5 years) with the least capital costs incurred by the City, then scenario X could
be regarded as a strategy with high economic desirability. Conversely, if scenario Y requires the City to
go through a complex and bureaucratic process to obtain a privately-owned piece of property which
is subject to flooding, then it can be argued that the scenario entails variables that could not entirely
be controlled by the City, so it is very likely that scenario Y is a low-feasibility strategy-- not to mention
that it might also be one of the least desirable strategies from an economic point of view. Needless to
say that feasibility and economic desirability are not mutually exclusive. Furthermore, when a scenario
is economically desirable it is not guaranteed that it will be highly feasible as well. For instance,
scenario X might entail a great deal of public opposition and, depending on the severity of the public
protest, it could be assessed as a scenario with medium or low feasibility.
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Appendix IV: Glossary of Terms

A

ACS: American Community Survey provides detailed information about housing and populations in the
United States. This information is gathered through surveys conducted by the United States Census
Bureau.

Acquisition Costs: The total cost of purchasing property. This includes not only the cost of the land,
but also any related costs, such as surveying.

ADU: Accessory Dwelling Unit. Also known as a Companion Unit or Granny Flat, this type of unit is
accessory to a single family home.

AMI: Area Median Income. As of this writing the AMI for San Diego County is $79,300 for a family of
four.

Annexation: Annexation, in the context of this report, refers to the act of incorporating a piece of land
currently not within the jurisdiction of the City of Del Mar, into the jurisdiction of the City of Del Mar.

B

Backstretch Housing: The Backstretch of the Del Mar Fairgrounds is the area where horses are
stabled. According to Fairgrounds staff, it also includes 660 units of temporary living spaces for
fairgrounds workers.

C

California Building Standards Commission (CBSC): California Building Standards Commission is
authorized by California Building Standards Law to adopt California’s building codes. The California
Building Standards Code govern the design and construction of buildings in California.

California Government Code: California State Law relating to the administration of local and state
governments within the state.

California Health and Safety Code: California state law relating to health and safety.

California Environmental Quality Act (CEQA) Review: Environmental review mandated by the
California Environmental Quality Act that involves the evaluation of the potential impact of a project
upon the environment. Environmental review is a legal requirement for a variety of project types,
including land development, change in land use, and change in regulations applicable to land use and
development.

COG: Council of Governments. The COG for San Diego County is SANDAG. SANDAG stands for “San
Diego Association of Governments.” COGs are regional planning commissions.

Condominium Conversion: The legal conversion of an apartment or other multi-family dwelling unit
into a condominium.
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Covenant: A written agreement, a contract. Inthe context of this report, a covenant is an agreement
by a homeowner to act in a certain why, for example, to rent a housing unit at a certain level of
affordability, in exchange for incentives given by the City of Del Mar.

D
Demographic and Economic Forecasted Model (DEFM): A model used by SANDAG in its forecasting
process, the DEFM provides data that can be used to forecast housing and job needs for the region.

Deferred Developer Fee: Any portion of the fee paid by a developer to a government, which is paid
not as a development expense. Instead, the funds remain with the rental project and are used to cover
development costs.

Del Mar Resort: A proposed project at the southwest corner of the intersection of Via del la Valle and
Camino Del Mar. At the time of this writing, the proposal includes 290 hotel rooms, 86 owner-occupied
villas, restaurants, meeting space, a public park, walking trails, and 11 affordable rental units.

Del Mar Municipal Code (DMMC): It is an online platform that contains numerous documents
pertaining to land use development standards and permitting requirements. It can be reached at:
https://library.municode.com/ca/del _mar/codes/municipal _code

E
Extremely Low-Income: As of this writing, Extremely Low Income in San Diego County is $27,250 for a
family of four.

Environmental Impact Report (EIR): It is a report to inform the public and public agency decision-
makers of significant environmental effects of proposed projects, identify possible ways to minimize
those effects, and describe reasonable alternatives to those projects.

F

Floor Area Ratio (FAR): It is the relationship between the total amount of usable floor area that a
building has, or has been permitted for the building, and the total area of the lot on which the building
stands. This ratio is determined by dividing the total, or gross, floor area of the building by the gross
area of the lot.

Financing Gap: Also referred to as “gap financing” or “soft funding,” this is the amount of capital that
must be raised even after a developer secures a mortgage and Low Income Housing Tax Credits
(LIHTC). Some examples are the HOME Investment Partnerships (HOME) program and Community
Development Block Grant (CDBG) funding.

G
Grayfield Land: In this report, a narrow definition of the phrase Grayfield Land is used which refers to
the aging, underutilized, failing, or obsolete infrastructure sites and facilities in the City of Del Mar.

H
HCD: State of California’s Department of Housing and Community Development.
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Housing Element: A Housing Element is one of seven sections required by the State of California in
each jurisdiction’s General Plan. Among other things, the Housing Element must contain an
assessment of the jurisdiction’s housing needs; a land inventory that identifies sites for housing
production; and, a statement of the jurisdiction’s goals relating to production, preservation, and
improvement of housing. It must also address the removal of inappropriate restraints on housing
development. Housing elements must be updated periodically, submitted to HCD for approval, and
then adopted by the local jurisdiction. Del Mar’s Housing Element is in compliance with state law.

HUD: United States Department of Housing and Urban Development

I

In-lieu Housing mitigation fee: It is a fee paid by a developer or subdivider as a substitute for their
affordable housing requirements. In-lieu fees are generally paid into a housing trust fund and used to
finance affordable housing developed off site. However, these fees are sometimes seen as offering a
“loophole” that allows developers to avoid building affordable units on site.

Infill Development: The process of developing or redeveloping urban parcels.

International Building Code (IBC): A model building code created by the International Code Council.
This is the basis for California building law.

J

Junior Accessory Dwelling Unit (ADU): According to state law, this is a unit which is completely
contained within an already-existing residence and does not exceed 500 square feet in size. It may
either have its own sanitation facilities, or share sanitation facilities with the existing residence.

K

L
Local Agency Formation Commission (LAFCO): A state agency that regulates boundary changes.

Linkage Fee: Also known as “impact fees,” these programs link the production of commercial or
market-rate residential real estate to the production of affordable housing. For example, a commercial
development that creates low wage jobs could be linked to the need for affordable housing because
of anticipated low wage workers moving into the area.

Low-Income: As of this writing, Low Income in San Diego County is $72,750 for a family of four. This
represents 80 percent of the Area Median Income (AMI), which is $79,300 for a family of four.

Low Income Housing Tax Credits (LIHTC): CTCAC (California Tax Credit Allocation Committee)
administers the federal and state Low-Income Housing Tax Credit Programs. Funding is provided
through three different programs: Federal (9%) Tax Credits; Federal (4%) Plus State Tax Credits; and,
Federal (4%) Tax Credits with Tax-Exempt Bond Financing Awards. All three programs facilitate private
investment of capital into the development of affordable rental housing or low-income Californians.

M

Medium Density Mixed Residential South (RM-South): According to Del Mar Municipal Code, the RM-
South Zone is designed to allow single, duplex, and multi-family residential development, and to
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preserve, insofar as possible, a village-like character in areas where predominantly multi-family
development already exists and is interspersed with vacant land.

Median Family Income (MFI): The median income of a family of four in any given region. As of this
writing, the median family income for a four-person family in San Diego County is $79,500.

Mills Act: Mills Act: The Mills Act was enacted in 1972 by the State of California to enable local
jurisdictions to enter into legal contracts with property owners of “qualified historic properties” who
actively participate in the restoration and maintenance of their historic properties while receiving
property tax relief. The San Diego City Council adopted Council Policy 700-46 in 1995 to provide the
owners with a monetary incentive in the form of a property tax reduction for “the maintenance,
restoration and rehabilitation of historic properties” within the City of San Diego. The Mills Act
Program agreement is a legal contract binding the owner of a designated historical resource to
maintain the subject property consistent with the U.S. Secretary of the Interior’s Standards, to provide
visibility of the historical resource from the public right-of-way, and to improve or rehabilitate the
property based on specific conditions included in the agreement. The agreement is recorded with the
County which allows the Assessor to determine the property tax, based on a formula set in State Law
that typically results in a substantial annual savings to the property owner. The average savings is 50
percent with a range of property tax reduction between 25 percent and 75 percent.

Multifamily Housing: A development of multiple, separate housing units, such as in the form of
apartments.

N

No Net Loss Zoning: Codified as California Government Code §65863, and taking effect January 1, 2018,
this law prohibits jurisdictions, in most situations, from permitting a project at a rate lower than the
already-established density allows. With some exceptions, “Lower residential density” a density that
is lower than 80 percent of the maximum allowable density.

NOFA: Notice of Funding Availability. This document is used by governments to announce the
availability of capital to fund a project.

(o)

P

Price-to-Rent Ratio: It is a well-established economic principle used for real estate valuation. It is
typically calculated as the ratio of home prices to annualized rent in a given location. At its most basic
level, the price-to-rent ratio is a benchmark for understanding whether is it better to rent or buy a
property. A price-to-rent ratio of 1to 15 indicates it is much better to buy than rent; a price-to-rent ratio
of 16 to 20 indicates it is typically better to rent than buy; and a price-to-rent ratio of 21 or more
indicates it is much better to rent than buy.

Pro Forma: A document that estimates the financial needs and results of a project.

Proposition 13: It is an amendment to California Constitution which was approved on June 6%, 1978,
by nearly two-thirds of California’s voters, reducing property tax rates on homes, businesses and farms
by 57 percent. Proposition 13 established the concepts of a base year value for property tax
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assessments, and limitations on the tax rate and assessment increase for real property. Prior to
Proposition 13, the property tax rate throughout California averaged a little less than 3% of market
value. Additionally, there were no limits on increases for the tax rate or on individual ad valorem
(assessed value of property) charges. Under Proposition 13 tax reform, property tax value was rolled
back and frozen at the 1976 assessed value level.

Q

R

Residual Land Value: A method of calculating the value of developable land. First, the total value of
the development is calculated. Then, all costs associated with the development are subtracted from
the total value, excluding the cost of the land. The remaining amount is the residual land value.

Regional Housing Needs Assessment (RHNA): The assessment of housing units, by income level, that
the state places on local jurisdictions.

S

Surf and Turf RV Park: It is a recreational park designated for recreational vehicles from September 15
- May 31 each year. The San Diego County Fair and Del Mar Thoroughbred Club use the property during
the summer months. The Surf and Turf R.V. Park is located right at the northeastern edge of the City
of Del Mar just across the street from the Del Mar Fairgrounds. The site is roughly 110,000 square feet
(approximately 2.5 acres), and is bounded by the Hilton San Diego/ Del Mar complex to the north, Del
Mar Golf Center and Recreational Complex (Wave Volleyball club and tennis courts) to the east, a
feeder road (Turf Road) to the south, and Jimmy Durante Blvd to the east. The R.V. Park is managed
by the interim Executive Manager of Del Mar Golf Center, offering short- and long- term
accommodation services to up to 62 recreational vehicles.

T
Tax-Exempt Bonds: Issued by state or local government, these bonds are exempt from federal income
taxes, and in some case, state and local taxes as well.

Tiny Homes: Also called Micro Units and Micro Homes, these units are typically between 40-500
square feet. The State of California has no specific legal definition for “tiny homes.” As a result, they
are permitted under different uses, such as factory-built housing or recreational vehicles.

Title 24: California Code of Regulations, Title 24, embodies building standards which originate with
various agencies, such as the California Department of Housing and Community Development (HCD).
The California Code of Regulations includes the California Building Code in Part 1, and the California
Residential Code in Part 2.5; both the California Building Code and the California Residential Code are
based on the International Building Code.

U

Unlocking land: The process by which government-owned land is made available for the development
of housing.
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\'

Very Low Income: As of this writing, Very Low Income in San Diego County is $45,450 for a family of
four. This represents 50 percent of the Area Median Income (AMI), which is $79,300 for a family of
four.

Visitor Commercial (VC) Zone: According to Del Mar Municipal Code, the VC Zone is designed to allow
activities such as hotels and motels which enable visitors to enjoy the coastal environment.
Development shall be of low intensity in keeping with the village-like character of the community while
preserving coastal vistas. Development criteria shall include controls to insure low to medium density,
and an informal, predominantly low rise type of development with a two-story limitation.

w

Watermark Properties: A development proposed to be located at the corner of San Dieguito Drive
and Jimmy Durante Boulevard. The project would include 38 units, 7-8 of which would be made
available as affordable housing.

X

Y
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